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In mid-1989, Continental was awarded the’ much sought afu:r
Seattle-Tokyo route. This service is being augmented by new
flights between Houston and Tokyo, via Honolulu, and flights

from Guam to Sendai and Sapporo, Japan. Continental is pursuing
still further growth in the Pacific Rim, including flights from d
Seattle/Tacoma to Nagoya, Japan, and other cities in the Far East. Ny

Continental has made great progress in positioning itself as a
truly global carrier. - . _Frank Lorenzo
. = Our.progress on all these projects ultimately depends upon the . Cbamafthw e
-attitude-and: productmty of Continental .employees, and we. - and Cb:qf Exe;m Qﬁa-r'
. : continue {0 institute - progranis which:are designed to strengthien . *: -
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h Xy - ANNUAI.REPORTPURSUANI‘TOSBCHONBOHS@) OF
. . THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 1989
OR
[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
‘THE SECURITIES EXCHANGE ACT OF 1934

Forthemnuonpenodﬁom to
& . Commission File No. 1-7969
Ll IEXASAIRCORPORATION
e e e h (&lctnmeoﬁegsnntnspeuﬁednm&m) -
Dehware S < Co . - oo '74-2102822
P :(Seate or otherjuisdiction of 553 T wilgdan et i Dm0 {(LRS. Employer Identification No.)
N nw«w)w AR S AR T - e Ce
£ sm'mm - (2 Code)
; Regumnt’s telephone numbet. mdudmg area code. (713) 658-9588 -
Secuntmregxsmdpumntto&cuon lz(b)ofdleAct: S
; T it ‘Name of esch on
. - -which regi
Common Stock,$.01 pa.rvalue ?-' y Amefican Stock Exchange
- AT R -'.'-‘: : Pacific Stock Exchange
+6.50% Depositary Preferred Shares .- .. - Pacific Stock Exchange
:._r w I L TR e T 0 m Pﬂdﬁc ska Exchmge
S lsﬂ%SemorNomdue.l”Z o e American Stock Exchange
Frix:15%% Senior Notes; Serics B,duc 2992 k5. - . American Stock Exchange
= ‘14.375%°SemorNam.due@990 £ oo reen e .., American Stock Exchange
. 14,9000 Senior Notesn - ‘Americsn Stock Exchange
-1414% Senior Notes dne 1993 American Stock Exchange

Securities teguteredpunnmthechon lz(g)ofthe}ct‘ None

lndnmbydteckmakahedmﬂxeteguhnt(l)huﬁledaﬂmpoﬁmqmmdmbeﬁhdby&mm 15or15(d)oftheSemnuesExdnnge
Act of 1934 during the preceding 12montbs(orforsuchshomrpenodthnﬂnuegsmtwasuqumdmfdemd:upom),md (2)
hasbeen sub;ecttomchﬁhngnequmenufor&eputwdnys Yes X No_

The aggregate market value of the voting stock held by nonaffiliates of the registrant was $331,571,000 as of February 28, 1990. (For
these purposes, “affiliates” have been defined as Jet Capital Corporation and all directors, although the Company does not acknowl-
edge that any such person is actually an “affiliate” within the meaning of the federal securities laws.)

As of February 28, 1990, 40,268,798 shares of the common stock, $.01 par value, and 2,040,000 shares of the Class A common stock,
$.10 par value, of Texas Air Corporation were outstanding.

The following document(s) are incorporated by reference herein:

Document: Part of Form 10-K
Texas Air Corporation Proxy Statement for 1990 Part 11l







TexasAeroxponuon ("l'exasAu" nsaholdmgcompanydut
owns all of the common stock of Continental Airlines, Inc.
(“Continental”), Eastern Air Lines, Inc. (“Eastern™) and System
One Holdings, Inc. (“System One”), as well as certain airline-
related assets and aircraft which are leased to subsidiaries, cash
and marketable securities. Continental and Eastern were, in 1989,
the fifth and ninth largest ajrdines.in the United States, respec-
tively (measured in. terms .of revenue. passenger miles). System
One; computer reservations systems and other products
to the airline and travel:related :services industry.: %Oontmenul.
Baswnmd System One are operated as independent. .companies..

Badlground and Qumership. In September 1983, the predecessor

‘corponhons to Continental temporarily suspended domestic

‘operations:and filed voluntary petitions for reorganization under .

o .:..'ChapuulloftheCodemtheUmhedSmBmhupmyCourt '
for:the Southern District of Texas (the “Continental Bankruptcy

‘Court”). Continental’s Plan of Reorganization (the “Continental
Plan") became effective on September 2, 1986, at which point the -
predecessor corporations were consolidated.

.On February 6, 1987, Texas Air acquired the outstanding
publicly held shares of common stock of Continental by merger
(the “Continental Merger”). A prior holder of Continental
securities is-contesting the terms of the Continental Merger.
See Item 3.-*Legal Proceedings. al.mganon Contesnng the
Continental. Me:gcr." _

..Routes. Continental provides service to'its domestic marlnets

principally through a system of hub airports at Houston Inter-

- On March: 9.:1909.-Basm£ledgvohnmy~.p¢nhonh .reorga<-. -continental,.Newark, Denver-and Cleveland. The hub system

nintlonnnder

alode (the. .

“Code”) and cumndyzs opentmg 25 a.debtor-in-possession

-under the. Code. See Item 1.° “Busmess Eum-Chaptcr 11 -
of Eastern.”. i
~In February 1990, Texas Au-, Symm Onemanmm Data .
-Systems. Corporation (“BDS:.') enmdmapmlmmuy
- menit providing for-the acquisition by EDS of mbmnuall_y all of
the mmofSystunDnemd thefommonbySmenemd
EDS .of an equally gwned.partnesship -to.operate lnd .nmket
Symm One’scompnm me:vmons symbnsmess e
.. 3Texas Aira T in 1980,
""Its principal place of business:is 535 Chy Street,; Sum:M
Housuon, 'r s 77002; udephone number(m)m:sm :
Connnennl.mgethermduts'_' idiarie )
largest sir carrierin'1989; measured in terms of revenue pauengu
"-miles.. Asaof-Denunber,mimm.’Gmunennl and, ity ssubsidi
-amopmdm iEl)]
143 cities thmughout the: Umudjmfmdu mmanoml
destinations. - .. PR T RN A T
Continental . expenenee;l mgmﬁunt -growth: xn,.tecent _yem
primarily through its-acquiisition of 2 substantial number-of aircraft
and of People-Express Ailines, Inc.:(“People; Express”), New -
York Aidines, Inc. (“New York Air”), Frontier Holdings, Inc.
(together with its subsidiary Frontier Airlines, Inc., “Frontier”)
and commuter sirline subsidiaries Rocky Mountain An'ways, Inc.

'-" Torart = ..a_u

(“Rocky Mountain”), Britt Airways, Inc. (“Britt”), and Bar Harbor

Airways, Incorporated (“Bar Harbor”) (which is owned jointly
by Continental and Eastern). Substantial funds were and continue
to be expended to integrate the acquired operations and diver-
gent fleet types and to provide a consistent and high level of
service. During the same period, Continental developed two new
hubs, Newark and Cleveland, shifted resources to maximize flying
on its most successful rqutes and significantly expanded its inter-
national route system.

On July 11, 1989, the corporate predecessor to Continental
merged with its wholly-owned subsidiary People Express and the
surviving entity in the merger was renamed Continental Airlines,
Inc. All references herein to Continental include, where .appli-
cable, the corporate predecessors to Continental.

i~ more effective use of aircraft resources by

. -allows-Continental to.transport passengers between a-large
-number.of destinations with-substantially more frequent sesvice
“than if each.route were served- directly, This allows subs
Continental to
*.add -service :to+a ‘new .destination. from. a large number of cities
::‘using.only- one;or:a.limited ;number of sircraft. In addition to
dxﬂ'umtuaﬁcﬂm the use of multiple hubs
mhanm&numulsabﬂxtymmmomodmmgmwhm
travel: through 2. i.hnbutylsmmcmdbywutheror
‘otherelays::~ Lk -

-{Continental’s |etsemce auch ofm Imb cmes is eomple-‘ -

mented by and.coordinated with.the operations of its commuter

aitline subsidiaries. The commuter subsidiaries operate turbo-prop

::""l‘mmftthntsutfmmlsmﬁpanengenmdopmuennderdxe

.'_t’;urs,ﬁonunenhlhnsbeend:edommtumunt

e }lonsnon Intercontinental, where it has consistently expanded

mmemmmmodm traffic.growth..As a result of the acquisi-
F -in December 1986, Connnental became
‘the dominant.carrier.at Newark International and, in
M|y1988, Continental opened Terminal C at Newark. Continental
‘has substantially increased its operations at Terminal C, with the
result that Continental currently has more domestic flights to or
from tthewYokaltyamdnnan other carrier. Continental
began developing its Cleveland hub in 1987 and currently is one
of the dominant carriers at the airport. Continental also is one of
the dominant carriers at Denver’s Stapleton International Airport.

Continental’s international operations include the Pacific, where
it serves destinations such as Australia, New Zealand, Japan,
Guam and Micronesia through gateways in Los Angeles, San
Frandisco, Seattle and Honolulu. Continental also provides service
to, among other destinations, England, France, Central America
and Mexico from one or more of its hub cities. During 1989,
Continental commenced nonstop service to Japan from Seattle
and expanded its Caribbean service from Newark. Continental
was recently selected to receive authority to fly from Houston to
Tokyo via Honolulu and intends to commence this service later
this year, subject to final Department of Transportation (“DOT")
and other governmental regulatory approvals.




- Certain :service, primarily between ‘Hawaii, Micronesia and  Eastern

Gmm,andﬁomthnepmntsontooﬂmloummm_thehnﬁq

including Japan: ‘and the Philippiries;distprov
- Continental’s ;omtmture.ngxeementmﬁl rAlr»Mlcronem.

Continental manages the mdmmmlust%of

' the:cvmusfromsuchsemce.AnrMimnmmupml% '

of the revenues provided by such operations.

Employees. As of December 31, 1989, Continental had spproxi-
mately 31,400 employees, approximately 83% of whom are
fionunion. Continental's flight attendants are represented by the
Union- of Flight Attendants (the “UFA™), and -Continental’s -
dispatchers,:who' number fess thin 200employees,’ are_repre-
senited by the ‘Transport Workers Uriioti-(the™TWU™).:Since

* 1983, -Continental lns ‘not:had s:contract with the
Co ‘hasbeén” ifig: ~with;#thie <UFA~over
. ~a'new contract but nc:gzeuﬂmt*hns‘bemm&wd kind jeffectivé

[Eastern.is one of the nation’s original foir trunk carriers and was, .
in"1989, the ninth largest airliné.in‘the United States;measured i -
~terms of revenue passenger miles. Texas Air acquired the
' .outstanding common stock ofElmm by me:ger (the "Ensm
)onNomnber25,l986.

Cbapkru JMOnMndw.lm.Fasm '
and its wholly owned subsidiary, Ionosphere Clubs, Inc, filed
voluntary petitions in the United States Bankruptcy Coutt for the
Southern District of New Yotk (the “Eastern Bankruptcy Court”)
seeking to reorganize under Chapter 11 of the Code. The filing
for protection: under the: Code was n
- inability to-continue substantial operations as a-result of the refusal
:by-most of Eastern's pilots, sepresented by ALPA,-to report to

:" wotk-since-the commencement:on March 4,:1989 of a strike

sgainst Bastérn by-employees of Eastern represented by:the IAM. -

 ‘Janiitsry™1,1989, Continental’ meﬂddfuﬂﬁhwmwo&" - Duiing 1969; Basteryivsteadily scbuilt-itsfoperations.“As ‘part -of

-—mleswpmmleh iticredse and 35
In eatly 1988, the Internationsl ‘Associatioti oﬁhdnmstsand

. machinists, the TWU, which- ts Eastern’s’

h&m’s_é__

s mxchnbuildmgseﬁam, h-soldsubstintial assetsin 1989 and . .

" it-expects to’ sell ‘substasitial ‘additional ‘iisséts-in 1990 and to
Aerospace “Workers (the “IAM™), -which representsBastern's

Tepresen flight atteri- -hub in Atlanta. See “- AssetDlspounons."‘ ¥

dants, ‘and the"Air"Line’ ?ilots Assbulnon"(“AI'.PA'-‘é,"whlcb v S Rastern is' i
thmheNmen‘dMe'dntion “Code. Asi debtor-in

ontinentali ¢ ' mhmneii,butmynotug-ge

unugeﬁomdupwrlluumalluus.mdmemﬂmnepnmuy '

bemgbpemedasa

=

' '_behevestluttheNMB

u‘sﬁb;ect%’ﬂxﬂi" _

Continental emplojees.-Continental anticipates that-iniohs-will .

'mmuekmbemﬁedubmmngnp:wmfot" Proceedings.
. .. 10 ‘Fastern's’ ‘P:epenuonChms. Under the Code, Bastern is

certain‘of its employee groups::: i
‘I any ' Continental employee grohp “which s ‘ot presenﬂy

ted by a union ‘were to select a union as its: ta-.
mnnnennl would be obligated to baigain- m&m
toward an agreement covering wages and working conditions and,
depending on its relationship with the union, Continental’s flexi-
bility in dealing with changed circumstances in the industry or in
its own operations could be significantly limited and Continental
could be adversely affected.
See Item 1. “Business. Effect of Eastern’s Chapter 11 Case on
Texas Air and Affiliates” for a discussion of possible effects of
Eastern’s filing for reorganization on Continental.

-.the ‘NMB ‘could dedire ’them ﬂle union ‘tepteienta&ves sof

AT s*?w"h*..,d.u.a .

_— .No ,deasx:z ‘has been’ mued by tqu:im.a":m ,;m 3 i(

5 ll ll - . X - m.
“hefuredSmckholdmCommttee"),bmbeenmmng
m:hng*mommendmanswd:em&nhnpuy Court -

,-vﬂi' LS SE AR .
ﬁflwmhndnppm
iep __'.;"-mmuwmmngszahmm

basdneddition,

. dthet'dnmsh:ve been submitted “that’are several ‘times greater

ﬂ\m&sm:snmnsmdmaqumugmﬁantlmmon
-to:resolve. ‘See Item~3. * ‘Litigation Relating

‘required to-pay- :ubstantul ‘expenses-associated-with the
11 whndn mountedto 336.9 mlhon through
December31,1989. ~* -~
“The filing by Eastern of its volunmry peunon for morganmon
operated as an automatic stay against the commencement or
continuation of any judicial, administrative or other proceedings
against Eastern, any act to obtain possession of property of or from
Eastern, or any act to create, perfect or enforce any lien against
property of Eastern, with certain exceptions under the Code.
‘Consequently, Eastern’s creditors are prohibited from attempting
to collect prepetition debts without the consent of the Eastern
Bankruptcy Court. Any creditor may seek relief from the auto-
matic stay and, if applicable, enforce a lien against any security if
authorized to do so by the Eastern Bankruptcy Court. Notwith-
standing the automatic stay, Eastern has paid certain prepetition
liabilities, with approval from the Eastern Bankruptcy Court,
including certain payments to foreign vendors and governmental

due to Eastern’s .



_ agenaes,wagsmduhnuformemployau.mmbme

melmme ‘being made on.certain debt.

pm:daspeualmunntfotmmmftlmdmmdm
permitting them otherwise to obtain possession of such aircraft)
and lease rentals for airport properties and certain items of ground
equipment.
Certain parties to executory -contracts, incduding leases, with
. Eastern..may file motions with the Eastern Bankruptcy:Court
;;seehngwmqmn&smtoaﬂimormmmm.
'of &-contract requires Eastern, among otherthiiigs, to
»mxede&nlts nnder such contract. Rejection 0f:a contract, which
' mayhedone:ft'he contract:is found to be onerous-and burden-
_, 'ome; cconstitutes'a-breach of ‘that contract as 6f the :moment

“immediately>preceding +
. .iipastysthe xight-to assert:a general

.bmhupuymbrdmgsamngmnfﬁebmdx.m-
.hubeen:mmngmmmwrywnmmdhnhmmw :
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time:assumed or rejected  CONRACES: : &5~
Easternhad the exclusive right for 120-days :furﬂneﬁlngfm

Chapter 11 petition'to-file a phnofnganmmnzm#irjuly

1989 Bastern filed ‘a plan with: the EasterBankrupt

-."'-"_'..'. B

"""'-.sublect 04" number-of conditions; to’a:

cldims. The.proposed premised upon Eastem!
mmqmﬁ::”mm msm‘x’ilm

Code,-whlchsmdndswuc mcluded in Bam"x]mmyﬂ”o'

business

‘Since Febmary 1990, Eastern’s bu:mess and,mostmporuntly
its efforts to attract business s'have continued ‘to be
negatively affected by the uncertainties generated by the bank-
ruptcy proceeding, including questions that have arisen about
Eastern’s continued viability, continuing delay in achieving satis-
factory resolution of its labor contracts and negative and disruptive
media accounts about the results of the Examiner’s report described
below. As a result of these and other factors, Eastern’s actual
revenues and results have fallen short of projections. Accordingly,
in late March 1990, Eastern proposed revisions to the January
business plan and informed the Creditors Committee that it would
not be able to go forward with the reorganization plan due to its
inability to meet such feasibility standards discussed above.

..;._!1 :

o:dumbillow&&mmm negonm“mmsmw. :

ssesof . Armew:series: of_prefened stock with a. hqmdluon value of

-". -.puumntmwbld:unsemzeduedmrswmﬂdbepadmm;u divi

Eastern’s revised business plan will reflecta significant shon-ﬁll
in-revenue; :Eastern has; .o revise iits business:,

ddition;ipaj= -reduce further its postpetition fleet siz¢ {from 160 to. lisumﬁ).
financing under the provisions of Section: lllhfﬂleﬁodc(whch :

‘to sreduce . by :12% - the ‘level .of :flying projected.in the January.
‘busineéss plan for the period after July 1,1990-and to reflect:the
effect of “Y-Not” fares. See Item 1. “Business. Industry
Conditions-Competition.” In addition, Eastern has stated its
intention to seek Eastern Bankruptcy Court approval under
Section 1113 of the Code to reject the expired ALPA and TWU
Isbor .contracts, ‘which rejection -could lead to substantial cost
savings, unless negotiations with ALPA and the TWU are success-
ful or-assured to come toa:definite end. Eastern also-intends to
seek Eastern Bankruptcy Court approval under Section. 1114 of the
Code to:reduce the cost:of health-benefits for.eady retirees and
those below.age 65, which will slso resultin significant cost savings
to Bamlnmeﬁonmmmnegmve publicityand recapture

duuibedbdaw,wouldmnnmplme,sub;ectw.&swm&nk-
mptcy:Court approval;:thereby-providing essential -assistance to-

Eastern following its emergence from Chapter 11, Eastern expects
mbegm negommmd:eauxﬁ:mtemdx the 'Creditors Com-'
mittee: 120 revisions ‘o its buﬂness plm md thc
uuunentofdnmsofunseunedcmdmn.f cH
#iln-discussions to wmwmmmm
holdeb:hneahnrdmmmu(ed.wnhm of some- ..
:pupaldmmnﬁmahon wnﬂectthe uleofumft

and the.balnce of:

e i

the .choice .of: pymmthm.iﬂl ‘upon plan.

uMwotd:‘ss!bmou:hm&e&oevdueofm

on _.mued.fomllzmmng.ouumdmg
Jumot Ptd'emed

nmnefu:edmﬂum filed for

- pmnxuon under(hpm-uu'l'uu Air would waive any rights it

hu-ngamstl&mm:&nmsuch guaranty. Bastern is negoti-
ating with the Preferred. Stockholders Committee with respect to
this proposal, but no agreement has been reached.
hmnnecnonwnththepmpoulsdescnbed:bove,TwsAir :
would retain its equity.in Eastern and Eastern would waive any
and all potential claims against Texas Air and Continental.
Eastern’s unions have been seeking appointment of 2 trustee in
Eastern’s Chapter 11 case. A hearing on this motion is currently
scheduled for April 2, 1990, but may be adjourned to a later date.
Management of Eastern cannot predict when or whether any
revised reorganization plan will be formally accepted by creditors
and equity holders entitled to vote thereon or approved by the

ted- ;.



Esm&nhuptcycounorwhedmmyothereqmtyholdmor

Aset Dispositions, Eastern needs substantial liquidity to rebuild

- its-business and, as a result, has been selling and leasing assets

WPM ntplnsmmneeds,mdudmgmm,gamanddots,wnhmi :

be liquidited. -5 =i

On ‘April 5, lm,tbe&manhupmyCourt,atEaswms
request, appointed-an examiner in Eastern’s Chapter 11 case (the
“Examiner”). The Examiner was given authority, among other

things, to review transactions:between -Eastern and its affiliates. .

On March 1, 1990; the Examinier filed with the Eastern Bankruptcy

Courta'report :on this review-of 2 number of affiliated rans- -

- actions: The:repoit contained the Examiner's determination:thst
' hght of the agreément described *below; :recommernided against

:udm:kms.:&smnmlgmnt doesnot believe that -
‘Easwmhh'nﬂid dnmugunstmybfmtﬁlmmgpewm -
‘F Iy H I ’ || E

w.ﬁoSpubsaf:theHoune?l‘homS. Foley.dited after the report

.Stated:that the
of fany-
[thehhmnﬁer]ndﬁmw%ﬁnd%nm
Oontipennl or'lhnsmr."»«wi’a& “"“zx r"’iﬁ:?*r' Wbiﬁﬁxﬂrﬁ. :

: 3 ' .. Bankruptcy :Coust approval. :In-June
Eastersri“will . bemnhble xowontuwz -'-m mstenue and 'Wlll -

. - - Easterncould :assestpossible: claims. against. its affiliates,:but in -

1989, Eastern .sold its Air
Shuttle -division, induding gates, slots, 13 B727-200.and eighr
"B727<100 aircraft, engines, spare parts and spare engines; to Trump
Shuttle, Inc. (“Trump Shuttle") for $365 million in cash. In 1989,
Eastern sold other assets, including 41 aircraft, certain gates,
routes, slots and facilities for gross proceeds of approximately
$497.2.million before related debt repaymeants, of which
$32.5 million have been paid and $163.5 million remain subject to
approval of a final plan of reorganization. Eastern also has leased

-14.B727-200 :aircraft to Pan -American World - Airways, Inc. for

amofihmymatmwmnlofappmmmely

* .-$58million over the three year;

period.-. .- .
D\mngaheﬁmquamoflmﬁasmsoldm-mnmdawd

“=party-five-A300-sircraft, which-were immedistely-leased to .
sdetter..;:Continental,for. gross ;proceeds :to Eastern.of approximately .
$132:5 miillion. Also during the first quarter of 1990, Eastern sold -
'was-filed, the ‘Eximiner -explained the nature of -his-report and-- -
report:*did-not-make s judgment asto the-validity _ spproximately
-such 2¢lsimis] or fthe] dikelihood: of;amu »vin shortia® -
instiFastern;;

‘to-and deased -back from an ‘unrelated party six.A300 sircraft for

$168 million and sold to unrelated:third. parties

" sane<L~1011 -sircraft for $13.5 -million,; m.DG@-!O.umft for
$13'million;and twoB757.aircraft for $74 million. : 1s: 71 =

dln‘Dedember:1989; Easterniagretd to sell to Amenm:Aulmes, .

' :‘M‘#Amn')m?l&&nmlmdﬁomha&mmﬁsmnd- :

sifo mecaedsof Swumillloni _
S -.&%mmb._“' ”1 ‘;Jl%ﬁ*‘-_ r .

mialso; has agreed-in p mmgnmﬁanmul .

’.f'f_”-audeluhild -interest in two :DC-10:30. aircraft -and:to :sell 20
o JContinentil its DC-20-30 spare parts. mvmoryforsn million.

“Yri-addition;; Basm'n':smegomungtocdl -orassignits fleet of -
: d. 13&-1(!11111:&:&. These transactions are -subject to. Batem

5 Al noblip .=.needssubm|iualhqmduymoampluneneltsbusmm'

cemmreducuonsforﬁveyunmdlemlugemfw

nt, among other things; m:mge{dmnndmarytoum of business will require: lpproul of the
mentfee dmged‘to ‘Bastern:by “Texas /Air;which-was seduced. : ~
" " 107$250 thousand'per‘month-following: Bastern'sofiling rof its:--
- Chapter41:petition;rwould remain at the reduced Jével-fortwo: -
years.following confirmation. ‘The: agteemenmbo:ptuvds for::-

tionate usage in connection with the OnePass. frequent: ﬂyu :

program. Eastern also would obtain certain purchase optio:
delivery to Continental of 40 new B737-300 aircraft and a 25%
ownership interest in the computer reservations system partner-
ship expected to be formed with EDS. The agreement is subject
to Eastern Bankruptcy Court approval and confirmation of a plan
of reorganization satisfactory to Eastern. Eastern has moved that
the Eastern Bankruptcy Court approve the agreement. Eastern
anticipates that in the course of the hearing on such motion, the
Eastern Bankruptcy Court itself will analyze the validity of the
claims that the Examiner contends could be asserted.

‘‘‘‘‘

prowal. si i Satne Gt el Si. e

‘Eastern Bankruptcy Court. The net from assetsales by
: Eastetnihave been held in restricted sccounts for the benefit of its
creditors./Fastern has obtained the release of $320 million from
"thesesrestricted - acconats (of which $110 million was released
dunngtheﬁrstqmneroflm)tomeetmobhgamnsmd
:implement its business plan. - -

- Rosutes. In the period unmedmtely followmg the strikes
commenced on March 4, 1989, Eastern’s operations were reduced
to approximately 10% of their pre-strike level (measured in terms
of available seat miles). During 1989, Eastern steadily increased its
operations using management and nonstriking employees,
subcontractors and replacement employees to perform the work
of striking employees. As of December 31, 1989, Eastern was
operating at approximately 70% of its pre-strike level (measured
in terms of available seat miles), providing scheduled air trans-
portation between approximately 62 metropolitan areas in the
United States and Canada, 13 cities in the Caribbean and 18 cities
in Central and South America, as compared to 68, 16 and 18,
respectively, as of March 1, 1989, which was immediately prior to
the strikes. In January 1990, Eastern presented a revised business




plan to the Creditors Committee pursuant to which Eastern
would rebuild an:sirine serving 68 cities in the United States and
. 'Ganada-and-fivé cities -in the:Catibbeari.:Such .plan-reflects -

Mnsagxeanentﬁnsdlmﬁenunlmd&udmmmmm,
' asmomfull .described. below. Under this ‘plan, -Eastern ‘would

at:ppmmudyﬁe%ofnupmmlclevdbyjdylm'

Eastemhaspmposedcumnwvmonsmxtsbummplmtlnt
would, among other things, further reduce its operations. See
“- Chapter 11 Reorganization of Eastern.”

Pursuant to its business plan, Eastern expects to be.in a transi-
tional period through-at least the end of June 1990 when the sale
of its Central and South American operations-is expected to be
consummated, its Caribbean reduced and excess gates
and facilities eliminated. The first half of 1990 also-will be marked
by the “de-hubbing”-of Miami and San Juan. Following the
transition; Bastern.expects that it ‘will -operate-as-a smaller sirline

-with-one: primary hub:in Aflants, supplemented -with-northeast
. toFloridaflyinge: ammtsat. ot oy, me b i B AbHy ¢ Si0kDBSL
. ..In December lm.EumagreedﬁosdlwAmenun,mong

other. things, its 14 Central and South American-routes, its soute
-authority for Miami-Madrid, Miami-Toronto-and Tampa-Toronto,

:hangar and cargo facilities at New York's John-F..Kennedy Inter--

- snational Airport, cargo centers at Miami and :San Juan aitports,a
' -mns\ofﬁmbnddmg and a former ‘terminal at-SanJuan,
»and-various-tikeoff and-landing :slots. at Kennedy,-LsGuardid; -

segments of international flights) between New York and
n; D.C. or New York and Boston (othertha.n&oor
-fmmNemd:)dunngspeuﬁedhoursof the.day. - -

- «,:iBwployess. Eastern had. the -equivalent of 18 455 full-tune

employesasofDeuemhersl, 1989, of whom 9,200 were repre-
sented by three unions: the IAM, which represented the
machinists, baggage handlers, cabin cleaners and other employees
in related job categories; ALPA, which represented the pilots;
and the TWU, which represented the flight attendants. As of
March 1, 1989, immediately prior to the strikes, Eastern had the
equivalent -of 28,525 full-time employees. In December 1989,
[Eastern.announced that it would eliminate approximately 600
positions during the first few months of 1990 and .institute
temporary wage reductions from 10% to 20% for certain of its

employees, induding management.
'nnelAMALPAandTWUconmmupnredonDecemberal

-:-1987,July 2, 1988 and December:31,:1988; respectively. Under the

. Railway.Labor. Act (the “RLA"), which governs.certain aspects of
-an airline’s -relations with its -union .employees, the terms-of a

- -contract ordinarily may not be changed upon expiration until the

parties have exhausted the mandatory - collective bargaining and
:mediation procedures of:the RLA. In February. 1989,:the NMB
.«letermined. that:mediation between ‘Eastern and - the'JAM had
beenmsnmﬁlLMbymggedngunderﬂleRl.AaSD:day
“#cooling-off": period :that -expired at midnight.on March 3, 1989.

-+O'Hare -and :Washington; ;D.C.National airports:dn:addition, .. 400, March 4,:1989;-a5, permitted by the RLA, .the JAM. called .2

Ve

' “Gontinental agreed:to’relocate’ certiiin.of ifs gates and transfer #0 " :strike st Bastein-and Eastern r
.American,a:net-of-twa gates at Dallas:Fort- Worth and will sell:to .
American :its Miami-London-toute and ‘certain :slots-st John:E

Kennedy -sirport.- System One will. transfer. telecommunication

“lines mdveqmpment related to -Easter'’s Ceatral -and -South  ~
American operations. Pursuant to the agreements, certain claims

-will.be settled finduding-various antitrust and:

caifns:: .
mmofszzsbﬂlm(afuerueblmg,suquuedbylhew =
:statutes) ‘brought by Coninental. and
:~:other Texas’ Muubudmgea qnnst ‘American-relating 0 s

., -antitrust:and

Americari’s use of its computer reservations system (“CRS")-and ™

. -certain- claims brought by.American .against Eastern, Texas. Air,
.System One and Continental relating 0 the conversion.of certain .
stravel agencies from. American's CBS.to.System One's CRS. The
transactions, which are-subject to .certain conditions, provide
for payments of $349.million to Eastern, $102.5. million :to
Continental and $19.5 million to System One. The transactions
also remain subject to approval by the DOT; approvals by the
Eastern Barikruptcy Court and the Department of Justice have
been obtained. Currently, Eastern and American are engaged in a
dispute as to whether certain conditions have been met relating
to the sale of certain assets in San Juan. Eastern and American
have been negotiating a resolution to this dispute but if no satis-
factory resolution can be reached, the issue will be submitted to
the Eastern Bankruptcy Court.

In October 1989, Eastern sold certain assets used in its Phila-
delphia operations, including 16 DC-9-30 aircraft (two of which
were delivered in the first quarter of 1990) and one pair of landing
slots at each of New York’s LaGuardia Airport and Washington,
D.C’s National Airport. In June 1989, Eastern sold its Air Shuttle
division to Trump Shuttle. Until June 2004, neither Eastern nor
any of its affiliates may schedule ﬂsghts (othet than “tag-end”

-the..costs for:services.that had been -provided-by..its

JAM-represented employees. . ALPA and. the TWU also

uubluhedsm.Asamﬂt,Bastunwuumblewmﬂnm
submnuﬂopenuomandﬁledforpmnecnonunduazpmu

R T T R S U -..'.'-'-.--

byﬂnelAMmoonnnumgdmrstu‘h
for:

to. undemhe wotk formerly: performed by IAM- repraenned
-employees. In late.November 1989, ALPA and the TWU
terminated their strikes and offered on behalf of their members to
sreturn to work. Because the number of pilots and flight attendants
:who either never went on strike, elected to abandon the strikes
_prior to November or were hired by Eastern as permanent
: ts after commencement of the strikes was sufficient to
fill all positions currently available at Eastern, none of the pilots
and only some of the flight attendants still on strike when the
unions’ offers to return to work were made have been reinstated.
After disputes arose over whether returning strikers could
displace pilots and flights attendants hired as replacements by
Eastern, in August and November 1989, Eastern filed actions in
the United States District Court for the Southern District of
Florida (the “Florida District Court™) seeking declaratory
judgments, among other things, that pilots and flight attendants
who had been promised permanent status when hired during the

the IJAM contract with new
. sterms and conditions oﬁunployment. which substantially reduced




- . these eonmcuipuhuaﬁt to*Section 113 of theiCode

strike and ‘who ‘were flying or in training at the time offers to
return to‘workwese recetved may not be deprived of employment. .

in oxdenomnsme:emmngstnkm.ifm replacements-wete” -
. pending :achearing on'.Eastern’s motion before-the Eastern

tequued,nﬂlemewmwun :training ‘would lose theirjobs,
potentially giving: tisé to siibstantial ‘claims .against Easternfor

breach -of its*promisesto the new -hires-of permanent

employment. Addmonally, Eastern would incur substantial
additional training expense and its flight schedules could
be disrupted.

‘Bastern subsequently reached a settiement agreement with'the -

TWU pursuant to which approximately 250 striking flight

.-attendants: have :been ‘reinstated. Eastern‘and -ALPA -have-filed
cross motions for summary judgment iin their:dispute
lssne.vhtchmouonsmpendmg lmddmon,l!munandm_
. em

over this

-are engaged in.other grievance: proceedmgs, mcludmg : |

proceedmg ‘relatingto ‘the ‘pursuiit by ALPA ‘of certain bid -
inces:6f 3t ;

dly striking plots: Seé Jtem'3; “Ligil
Relating to Bastern Labot Matters ..

Easternhasbeenmdmtendsmconunue negotiating with each .

“f the TAM;-ALPA and: the TWU-with"a view :to- reaching

-reasonable- replscement -contracts.-Eastern-believes :that:a -

‘saccessful n is possible

onlylfthuelwﬁmdmmtal

réofganizatio
_ rcbanéemﬁﬁrsbmm.in ‘Eastern's view:this: significant -
" dabof-coiticoncessions from ALPAand-‘the: TW.: I these . -
re'ﬂuchons"ﬁnn"&t‘hc &anved through negntuﬁbn;'“&swin s »bnonghﬂ'pudmerm acquire:Eastern. . Texas Air believes:that -

:tSee"

.7 24:Chaptér13:Reorganizstionof BasternMrinisddition,-since

L )

-mudmAmmmpmmof.w;_ ay.pasity’

" 8% that previously had been scheduled to be granted to-employees -

the ‘strikes; ‘Eastern+has-taken -steps-to-reduce its Jabor costi

- v..-byimposing new tums and conditicns of‘em_ployment-on
‘houirly wotkers:+— e e

uq.- gt Ah l;_n..-:#,u

In August-1989, &le ‘Eastern Bankruptcy'Gourt granted ALPA's

'a'-u,u-— -

‘request:tofift:the siitomatic stay imposed by:the Cotle in Merﬁ

for arbitration ‘hearings to commenceon-s: dispute ‘be

i “bargiining ‘g
betweenBasmandALPA.ALPAconmdedthnthepbmem

question required Eastern to grant pilots wage-increases totaling

ted by the:IAM. In-December:1989; the Eastern Aitlines

* “Pilot System ‘Board of Adjustment (the “System Board")issued a

‘final decision and award in favor of ALPA ‘and directed Easten

to pay its pilots back pay comparable to 2 3% wage increase on .

June 1, 1986, a 2% increase on January'1, 1987 and a 3% increase
on July 1, 1987. Eastern recorded its estimated prepetition
and postpetition exposure under this award of approximately
$65.5 million as of December 31, 1989. Eastern has sought review
of the award in the Eastern Bankruptcy Court. Eastern has argued
that the System Board exceeded its jurisdiction in awarding to
pilots back pay comparable to the 29 increase and the 3% increase
received by IAM-represented employees on January 1, 1987 and
July 1, 1987, respectively, and that the grievance filed by ALPA
concerning these two raises was untimely filed. ALPA has filed a
counterclaim with the Eastern Bankruptcy Court contending that

1.0

o

the Eastern Bankruptcy Court has no jurisdiction to review the
:sward.. ALPA has sought to enforce the grievance award in-an
mwﬁledmmﬂondaumu&mALPAmwm

.-Banhupﬁqﬁourt, ALPA will'not proceed with this action. .. -
'ALPAdmhuﬂedaguevanoeseehngapnymuuseasa
result of a wage increase that it claims was given to certain
supervisory employees and has filed a claim in the Eastern
Bankruptcy Court of approximately $252.0 million with respect
to this grievance. On January 8, 1990 the System Board denied
d\l.PA'sgnevmeeand,:mordmgly Eastern has moved to have
“ALPA'sbankmuptcy claim arising out of this grievance disallowed.

- +*Seedtem 1. #Business. Continental-Employees” fora discussion

asitothe i byEasm:umonstoo:gmzeConﬂnennl

-purpose of collective bargaining. -
*'&smammhvcengagadmpubhcrdmam,lobbmmd
itigation campaigns attacking Eastern since:the strikes,as-wellas .
= \arious pre-strike actions including “sick-out” and #slow-down”
campaigns‘that have adversely affected Basters's openuons.
Eastern believes that the damage to its reputation with ‘the
_traveling public caused by these actions of, and investigations
-precipitated by, Eastern's: umonshavehdnngmﬁunt ulveue
.effecton:thedevel of its revenues.- -
- 2:4Certain‘of Bastern’s unions have in the pastmghtmouqme

umonm:u (including those referred to in the previous
“paragraph )lhm*bm undertaken’to depress Eastern's-wikie 50 -
Mmyumh might be accomplished at: ah:pmpme.
. ‘Eastern-and Texas Air have brought 2 lawsuit
agnnstALPA.dtelAMmd:oemmodmsm theFlondaDlmct
iCourt under federsl-and-state statutes -and 'various -
state commonhwgmunds See Item 3. “Legal Proceedings.
itigati :to Eastern:Labor ‘Matters” :for a*discussion
oftlus use undoftbe counnerclums usemed by the umons
%ﬁ&hﬂeﬂs‘% :..."xa M"‘b.s-.\,uv. t ST s t WS, s .:'.-.; .
SystoniOne " - ’
SysmOnepmudumlmcmanundoompumpmcess.
‘systems services tothe airline and travel related industry, incluc::. ;
-to Continental and Eastern.. Approximately 95% of all travel
‘agencies in the United States have acquired computer reservations
-systems 'which provide travel ageats with flight avmhbthty and
other information relating to, among other things, flights, fares,
hotels, car rentals, currency exchange rates and tourist
information. As of December 31, 1989, theSystem One CRS was
in place in approximately 7,700 travel agencies, making it the third
largest CRS in the industry (based on travel agency locations),
and was the dominant CRS in Houston, Miami and throughout
the State of Florida. The two largest systems are offered by
competing airlines. The System One CRS relies to some extent
on the market strength of Eastern and Continental.

Airlines that provide competing computer reservations systems
have in the past maintained preferential schedule displays, charged
widely varying user fees to competitors and engaged in certain
other practices with respect to these systems, which placed Texas
Air’s subsidiaries at a competitive disadvantage. Certain rules of
the DOT were intended to eliminate these practices; however,
these rules did not achieve the intended result. There has been a
significant increase in the fees charged to airlines and a
continuation of alleged anticompetitive practices by vendors.




Since September 1989, the DOT has been reviewing the efficacy
;kg_{theensungmsumlesandlus expecmdwmmplecthm

 viewbythétod 0F1990:. -

Cumaﬂ&arm!memmdmbagmemensmﬂnoﬂm -

carriers forthe: shared - and joint
of each carriers’ CRS. United Air Lines, Inc. (“Unmed") has
entered into an agreement with USALir, Inc. and certain European
carriers and Trans World Airlines, Inc. (“TWA”) has entered into
an agreement with Northwest Airlines, Inc. (“NWA”). In
addition, in early 1990, TWA, Delta Air Lines, Inc. and NWA
merged their computer reservation systems. These agreements
may . advusdy:ﬁ'ect System One’s ability to market its CRS.and .
may echanke the competitive position of the contracting carriers. -
In .addition-to. its computer.seservations system, System-One

sells'a variety..of. other services and software to:
lwnmna.ﬁmndmmnmmdo&ubunmthm:glmnt
the world, ‘iricluding passenger processing, baggage tracitig .
services, - ﬂlght"phnnmg -en:route -westher information,-aitport -
engineering analysis:and time sharing services. System One also
oﬂ'usunmngmdeduuﬂomlmoes.mdudmgaﬁxﬂymedmd
.travel academy. - - )

1. - System:Oné is devdopmg:worldmde oomput:rmetvanon

'-'*sysaem ‘writh<a-consortium ;of European:air -carriers-known s
Amaduuw(mmquef. amongothundmes,ﬂrfmm, lbgm.

‘"Lufthansa and Sundmman Au'lmes System.: {("SAS?)). Systern

--;obllgmm: ‘of Eastern, See item 7.

benefits from association with the System One CRS that are
expected to continue when ﬂneCRSbuunuslsopemedbydlc
-pumusbnp]omdyuwnedwnhEDS )
tis subject-to ‘various condmons,
-mdudmg approval by the Eastern Bankruptcy Court of the
agreements relating to Eastern. Subject to approval of the
agreement with the Examiner, upon confirmation of Eastern’s plan
of reorganization, Texas Air will transfer its 50% interest in the
CRS partnership in equal portions to Continental and Eastern.
-Gertain of the services Continental and Eastern currently obtain
from System One-are-essential to their businesses, incuding the
. operation-of Continental’s and Eastern’s internal reservations
systems. Upon consummation of the EDS Transaction,
Continental and Eastern will obtain-such:services from EDS. .-

.'."'"

.-As of December 31, 1989, System One employed approximately -
3,200 people:tits corporate: in-Houston, Texas and
-atits various other locntxons, mcludmg Mmm.Los Angeles,
~+San‘Francisco and Chicago. - - :
MUMM‘“ cmmmmmumm

. ‘Texas Air is.not a party to Eastern’s Chapter 11 case and believes
there are no grounds for consolidating Texas Air-or its assets with
:Eastern.in the Eastern Bankruptcy Court. .-

-iJexas Airhas guarantied and may otherwise be lisble for certain

t’s Discussion and

#o:p alysis iof Financial Conditions and Results of Operations”-for,
md uchnolognd snd mmmgsuppon. :dditioml:dismsmn ‘with ‘respect t0:Texas Air guaranties of
unt:mvec:—:-"&stem oblsg:hons.«ln,addmon,dm ag:ment-mththe Examiner - . .

- ;ment by. dxemnsomnmanthe:developmmtnf improvements in * " will involve the-assumption -of .certain lisbilities and require

System:Onels«computer-spftware-as-svell.

. ~additional .commitments.of cash-to Eastern:from Texas Air or

ent between the consortium sidines :and :Esstern and  Continental. See Jtem 1. ““Business.. Eastern-Chapter 11

arrangem

Continental. .Texas.:Air believes that - Amadeus! affiliation -with ... Reorganization-of Eastern.”;
smarketing-arrangementswill -

slgmﬁcntlyznhanoemﬁic{mm fomgnmelm on:EBastern.,, .affiliates prior.

72 e Ak 7 ‘eouldbe seversed if the Eastern- Bankruptcy Court. determines .

On Fabmuy&o. 1990; Texas Au.SymOnmﬂ.’iDSmmed"‘ thttuu&mnuﬁers «constituted. “frauidulent: tonveyanoes" or ..

-'-.Symﬂenenandﬁthe

and Continentalizcapeei 5
intoa sgreement for the soquisition by EDS
of substantiall anﬂfthemetsofSynemOnelnd&efomm
by SyswnOnetnd ‘of:an equally-owned ;partnership to
operate and:market-System One's CRS business :(the. “EDS
Transaction™). In consideration of the EDS Transaction, EDS will
pay Texas Air $250 million (net of .certsin implementation
expenses) and assume certain lishilities. -

AmongtheassetsEDSwdlacqmtemallofthesoftwmmd"

substantially all of the other assets currently used by System One
in providing data processing, teleccommunications and application
development services to Continental and Eastern. Contempora-
neously with the asset acuisition, Continental and Eastern, as
well as the CRS partnership, will enter into ten-year agreements
with EDS to obtain such services from EDS. These agreements
will provide for fixed prices (subject to inflationary adjustments
under certain circumstances) over the ten-year term for a specified
base package of resources. In addition, the fixed prices may be
periodically adjusted upwards or downwards at the request of the
airlines based on the cost of resources added to or deleted from
the base package.

EDS also will acquire the assets and business of System One’s
Airline Services Division, y owned by Continental. This
business has historically been profitable for System One.
Continental -and Esstern have. historically realized significant

weh atgede 3

;srGentain: transfers.of assets ﬁom!imao'l‘msmundodu
to the commencement of Eastern’s Chapter 11 case.

transfers.” Texas Air believes that the transactions
betwwnliastem and its affiliates were proper and that there were
no fraudulent:conveyances or preferential transfers.
+Pursuant tothe. agreement with theinmner,anydums of
Eastern relating to the transfers reviewed by the Examiner would
be settled. In the event the proposed agreement with the
Examiner is not approved by the Eastern Bankruptcy Court, the
alleged claims described in the Examiner’s report could be asserted
against Texas Air and its affiliates. Management of Texas Air does
not believe that such claims would prevail if asserted and believes
that Texas Air and its affiliates have valid and substantial defenses
to those claims. If such claims are asserted, Texas Air intends to
defend itself vigorously and believes it will prevail, however final
resolution of such claims in favor of Texas Air and its affiliates
cannot be assured. There are other claims pending with respect
to the examined transactions that are not presently before the
Eastern Bankruptcy Court. See “- Litigation Relating to the
Eastern Merger” and ‘- Litigation Relating to Eastern Labor
Matters” under ltem 3. “Legal Proceedings.”



.In the .event ‘there is no settlement with ‘the Examiner,

" Continental will: havea substantial-unsecured clsim sgainst Eastern -

'fandcemmuedltonofﬁast:mmayseekprmentoﬁetor

© -torequire subordmanon"of Continental's «claim, although -

Continental would vi oppose suchattempt. .

Each member of the Texas Air “controlled group” ls;omtly
and severally liable for Eastern’s periodic minimum pension plan
funding obligations and could be jointly and severally liable for
the full amount of the plans’ underfundings if Eastern’s pension
pl:.ns were terminated (which may be :done only if certain
stringent -criteria ‘were :met). Eastern’s 1989 funding obligation,

.1 ~whichrincludes payments ‘due for prior years:as to which Eastem

- received funding waivers, was -approximately $215.3 million:
.. .~ Of this amount, approximately:$117 millior-was psid by Eastern .

prior to-its- Glupter 11:filing. With.respect to.the remaining .

_ $98.3 million, in Septerriber:1989, withEastern Bankruptcy Court

nppmal,"li-s Air ‘paid $45 mﬂhon(formhchuhsa daun

““:against Basteri’s bankruptcy
The Internal Revenue Service (the “IRS") waived the payment of

the remaitiing"$26.3 million -until -the €arlier:6f June™30, 1990 or

confirmation of a plan of reorganization. Pursuant to ithe
-agreement with- the Examiner, Texas Air bas agreed-to make this

. . paymént when'due and theamounts paid by Texas Airwould be-

- set-off-agsinist amonntsiowed: by “Texas:Air'to Eastersi. ‘Eastern
éstimates-that its’minimuimbension: ‘plan funding obligations

R lIaiill beappﬁmﬁlf&l&mﬂmnmmo{wm includes ",
2., $26.3-million for.contribitions -waived sin-prior:years) and --
" “$68-million in*1991, which-amountsnmsy*vary-bised on>the -

numberofemployeen ‘benefit obligations snd othercircumistances

'+~ wzat-that:time..Depending--on. the circumstances-ofa plan
termination, the- underfunded smount ¢ould be substantnlly '

-ingherthan the ongoing minimum fundinig amounts.:-..: = v,

Eastetii"bélievestthit dt-is-unlikely=that-the:Pension': "Benaﬁt.-

Guaranty Corporation (the: “PBGC”)-will terminate the Eastern- ",

plans dnd -throughoiit Esstern’s Chapter 1 proceeding, :Eastern
**hirotigh theé Yomingted sirpoit, 71 1w:<H L~
plans will not be terminated. Howevez, if it ‘were assumed that

; ~has maintiined that-underany plag:of reorganizition the pension’

Eastern permanently -ceased operations and :it-voluntarily
temnmwdsuchpensnonphns,ﬁasmbehevsuwuldﬁlly
satisfy its obligations-under the plans :by :purchasing annuity
conuwsmnngudnpllnpamqplntwpaydlphn

as they matured, based on actuarial factors that Eastern believes
are appropriate, at an estimated cost of approximately
$390 million based on an interest rate of 9.25% applicable to such
annuity contracts. if the PBGC were to terminate the Eastern
plans or if Eastern terminates the plans in a distress termination
(which could be done only on certain conditions) and assume
responsibility for the payment of plan benefits, Eastern’s
obligations to the PBGC for any unfunded liabilities could
significantly exceed the costs of purchasing annuities, although
Eastern would contend that the use by the PBGC of actuarial
factors that produce a substantially higher amount is invalid.
Further, current estimates of this liability indicate a potentially
significant increase due to the number of employees electing to
receive certain early retirement benefits resulting from the
reduction in Eastern’s workforce. If, upon a termination by the

PBGC, any person liable for such payments fails to pay the PBGC
-after notice and demand, 4 lien on all assets of any such person,
up to 30% of the positive net worth of the “controlled group”
.-arises in favor of the PBGC as of the date of the plan termination.
. Eastern believes that it-will be able to satisfy its own pension
obllgltlons following its emergence from Chapter 11.

Restructuring

Texas Air has from time to time considered and continues to

consider certain restructuring possibilities designed to increase

the value of Texas Air capital stock for its shareholders. Texas Air

and its. subsidianes are tontinuing their review of possible
sales:or transfers -of assets. Poten-

tial putchucrs ‘have conducted and continue to conduct

dlscusaom‘md:TEnsAumdmsumeesw:d:mpqctw
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*industry Condiions = - -8 - B o -l .

- Cmpam The airline:industry is highly competitive. On most
of their domestic routes, Continental and Eastern compete with
at least one other major carrier and, on most major routes, they
compete with two.or more of such carriers. On shorter routes,
- they -also-compete with regional and .commuter carriers, which

) havemmemsunmupandedmmlonguhaulmadnm,md

"wxﬂuurfmecamers.

"Iheaxrlmemdusmrbasconsohdatedmmtyatsmd asa
result most:major. airports-in-the :United States are now
dominated by.xmeormhlgc*amm. Competition is often
-intense at- major: ‘between the dominant carriers. Since the
availability.of gates, take-off and landing rights (“slots”) and other
facilities is often limited at major airports, it.is difficult in many -
cases for a nondominant carrier to provide significant new services
+atian ‘sirport-dominated by other carriers. However, catriers often
;- compete in.such circumstances:by providing connecting service
‘through:other airports .to .the same destmatxons as pmv:ded

Competition .among -air ‘carriers in recent yeus has been
primarily in-the form of discount fares (which negatively affect
revenues unless offset by higher load factors), quality of service

- and -expansion ‘into-new markets. Discounting has been most
prevalent in the first and fourth quarter of the year when overall
travel demand is the weakest. There can be no assurance that
periods of significant discounting will not continue. Eastern has
been offering significantly discounted fares in an effort to regain

traffic. Although the discounted fares have resulted in
higher load factors, Eastern’s revenues havé been and continue to
be adversely affected because of Eastern's inability to attract suffi-
cient numbers of full-fare business passengers. See Item 1.
“Business. Eastern-Chapter 11 Reorganization of Eastern” and
Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.” Recently, Eastern intro-
duced “Y-Not” fares that encourage business travelers to fly
Eastern by offering first class travel for approximately 15% less
than other airlines’ unrestricted coach fares.

Eastern has faced increasing competition in its traditional
eastern United States markets and certain of its Caribbean markets
as other carriers seek to expand their operations. Competition on
Eastern’s routes intensified in 1988 as Eastern’s financial position
weakened. When ‘its operations ‘were substantially curtailed in
March 1989, Eastern’s market position suffered a further erosion
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N the decision byEasm;mmgunenm:rehxild:Easm into.a ;.;_;}.aelsonll, induding the extent and ‘nature of compenuon from .
';-smallerﬂdmebpmungpnnqpallfmanthnu. SegEet o e
" * Cagts In‘any price- competition; carriers-with lower cost struc-

tures have an advantage over those with higher cost structures.
Labor costs are a significant variable that can significantly impact
airline results. For the year 1989, labor costs constituted approxi-
mately 30.9% of Eastern’s total operating expenses and

. approximately 22.3% of Continental’s-total operating ‘expenses.
- Eastern’s labor.expense has beengovemed dargely by labor

. -contracts-which do not'take into.sccount free'market labor rates.
- Since the strikes,-Eastern hasnbnmpsm.uduaem lsbor:costs

terms'anid conditionsif employment onhourdy

" by
- workers.For-adiscussion -of-Eastern’séfforts:=to reduce.its

s jand the hiting of employee
_ mammmdmesbeoomgmngumpmm

:'-'15.2% -of Continental’s.
Eastern’s:total -

' scheduledse:vweorhgherﬁld

3'_'::. eirhigh:te;

“isbor: m:unc‘lemhc i\LPAwmdebane me,!.
m .--substantial increases in the.

Pudumthuugmﬁantexpmgimh fue!msts

-expenses-and 11.4% .of
operating: dn 1989::Fuel prices increased

significantly-in-1989 and.continued to ris¢ ineifly 1990 asa result

" of strong winterdemand and:thedmmonofmmqormeﬁnem

in mid-1990; Ahysqunmlmm

e mightresult- & 50
l.lr!_lmgs"hve Hy"lowued theu' "avérige-costs

: tﬁmghthe acquisition bfmole eHficient irceift ifi some cases at* +of:

discounts:granted. um&mnuﬁcmm*for bulk pmdma,
- Conunenh'laand;&swmam havealso"%heen aﬁedu! by
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second and fourth quarter of the year. Historically, Continental’s

;multsofopeunonstnvereﬂecwdthnseuomlltybuthnvcalso

on numerous:other factors -that -are-not - -necessarily

‘other sirlines, fare wars, changing levels of operation, fuel prices
and general economic conditions. Eastern does not believe
seasonal variations are material for an understanding of its
business, although increased airline travel during traditional
holiday and vacation periods produce increased revenue during
those times.

Continental and Eastern operate a frequent flyer program
known :2s- OnePass. In recent years, airlines have- the

-scope and benefits available under:their frequent flyer.programs

mme&'onwamctandmpmengeu,mddlemcmsof
programs has created intense competition among the aidines.
Although Continental and Eastern believe that .they have -

=bweﬁwdﬁmﬁe0nehupmgnmd|mghmndmﬁq.i- -
of OnePass:mileage.credits -

redemption
‘could-adversely -affect their yields, although such. risks .are
minimized by .the structure .of the program.-Recognizing that
Eastern’s and Continental’s proportional-shares of mileage credits
umedbypuuupaungﬁequmﬂymmynotequﬂﬂmrpmpor
tionate-share-of mileage credits redeemied :by.such- participants,

. -Eastern and Continental provided for,mmong other things,
+'-compensation between themselves in the event that award
impact. - . tedempﬁonsonmeumetexoeedd:emﬂugenedmumedon .
_""?‘ﬂntamanumtnodneagmement .
of .~ -fees paid-would,-for;the next five years, be.reduced by.approxi-

with the Examiner, these

-miately50%.;Se¢ Item 1. *Business; Eastern~Chapter 11
Beoxganmuonofl!mem!’AsuesultofEammsreduoedlevel
,-more frequent- ﬂyer awards have been redeemed
-for flights on Continental. -

@ﬂ_&wiw MMMM Conunenhl enumd :
-into:agreements ‘with.SAS .that provide for the creation

£y oomynhennve alliance -with SAS -The agreements ‘with.

“Discussion and Annlysls of Fmancul %o?ndmon and Results™ acilif
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, As'is thcmewnh othermneu,l ugmﬁunt.numbet
of tickets for travel on Continental and Eastern are sold by travel
ngents.’l'nvelagents genenllyteeavecommons measured by
the price of tickets sold. Recently, airlines have experienced
increased commission expense because of, among -other things,
the payment of commission overrides in connection with special
revenue programs. In an effort to encourage travel agents to book
passengers on Eastern, Eastern has been offering travel agents
significant incentive programs. It is anticipated that such special
incentive programs will continue as Eastern implements its
business plan.

In February 1990, Eastern established a “refund protection
program” for travel agents and the flying public, guaranteeing
full cash payment of potential refund claims during Eastern’s
Chapter 11 proceedings. See Item 7. “Management’s Discussion
and Analysis of Financial Condition and Results of Operations.
Liquidity and Capital Resources - Eastern.”

Due to the greater demand for air travel on Continental’s routes
during the summer months, revenues in the third quarter of the
year are generally significantly greater than revenues in the first
quamtoftheywmdmodemdygreaterthm revenues in the

19

‘Continental .of ground -handling .services at Newark, joint

marketing joint sales representation and code sharing.
In-addition, Continental .and SAS are operating.a quality service

training institute for- . Also pursuant to the ts,
SAS paid Texas Air and Continental $25 lmlllon and $15 million,
respectively, in 1989."

See Item 1. "Busmess System One” for a discussion of
computer reservations systems.

Airport Acress. The Federal Aviation Administration (the “FAA”)
has designated John F. Kennedy, LaGuardia, O’Hare and
Washington, D.C. National airports as “high density traffic
airports” and has limited the number of slots at those airports.
The FAA has in the past reallocated to other carriers by lottery
certain slots previously owned by Texas Air’s airline subsidiaries
at LaGuardia, O’'Hare and Washington, D.C. National airports.
Currently, slots at the high density traffic airports may also be
voluntarily sold or transferred among carriers. Various amend-
ments to the slot system have been proposed from time to time
by the FAA, Congress and others that could significantly affect
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The DOT allows local mport authonues to unplement proee-
dures designed to abate special noise problems, provided such
procedures do not.unreasonably interfere with .interstate or
foreign commerce or the national transportation system. Accord-
ingly, certain airports, including the major airports.at-Boston,
‘New York; W’ulnnguon, DC; Clmngo,lm Angeles.and Denver;
have :established airport:restrictions*to'dimit :noise; incdluding
., restrictions on sircraft types to beused-and limits'on the number .

= ofhouﬂyor:daﬂyopmmmord:eumeofmdnopeuum:ln

_ _some. instances-these restrictions ‘have ciused -curtailments in
5, mmmmm’bpmungm«dmdnmmnu

Dperations:
aﬂecwd mpous “Local -suthorities “at. othermpom"ue wnsd-
mngidopungmﬂnnmwzegulmm.

‘The sbility -of Continental- :md*Eum'to 'service airports
~is-also: ‘dependent:on-the-availsbility 6f sirport:gates, which

vnhbilitﬁwnmiwﬂf;twm vof ﬁe‘-mpmaéned*b!
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.and other: pmmnddmwmwm
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" ment’s Discussion and Analysis 6f Financial-Condjtion and- - ‘“pc3:
Rmmll—. -w-eh s-r '.: 'm
The award of international routes to U.S. carriers is ‘regulated ™ 3

" Results of Operations. Liquidity and Capital

by agreements between the United States and foreign govern-
ments. In the past, the United States generally has followed the
practice of encouraging foreign governments to accept multiple
carrier designations on foreign routes, although certain countries
have sought to limit the number of carriers.

International terrorist activity has resulted in the FAA and other
governments requiring increased security measures at certain
airports, the cost of which has been borne by the airlines. Such
activity has already adversely affected the volume of international

i :’fi “US.

-the DOT xeﬁ:sedAI.PAsmquelt

ik .-Jr-.;..-ua\..

| -‘umentlntprumlea for &eongangmmofmch mcuft

ranging ‘from -frequent routinic inspections to" moﬁ!ovuhuk. L
Recently, the FAA hlsmuedc sumber-of maintepance directives: ..

:air travel in general, although management believes the impact on

.:Gonunenulandﬁasm has been less than on other sidines which

focus on. and Middle Eastern soutes.
;:On April .13, 1988, following substantial pressure on the
through the lobbying efforts of Eastern’s unions,

" -the:DOT:instituted an informal, -nonadjudicatory-preliminary

investigation into the “fitness” of Texas Air and its subsidiaries.
The investigation was conducted to determine, among other
things, whether the operations of the air carriers owned by Texas
Airwere complying with all applicable requirements or whether 2
.formal:continuing fitness investigation or eaforcement action was
-goquired. Simultaneously with the DOT.investigation, the FAA
sinstitated:a :comprehensive.inspectionof all -aircraft in the
:Continental and Eastemn fleets. dn June 1988, the DOT reported
*:that there was:no hasis 2o challenge the fitness of Texas Air and
‘its airline subsidiaries.-In-addition, the FAA:reported .that
-»CGontinental and Fasterriwere. Hully safeto-fly:inDecember 1988,
another fitness
:investigation :at Eastern.. Texas -Air-belicves that the financial
‘results of its airline subsidiaries have been significantly adversely -
-affected by-these :investigations. See Item 7.-“Management’s
%;Buumon«md {Analysis ‘of -Financial Condmon and Rsults.of

nfOpennon ?

g ” Tved®
A 8 2338
B R 10 36
B73T- 25- 8 108 204
IBIT00 ....... “ u - M 215
AXO .......... .12 2 10 260 8.1
Total 20 91 238

(a) Does not include 19 B727-200 and one MD-80 aircraft leased to
unaffiliated air carriers and five DC-9-51 aircraft subleased to Eastern,
all of which are under short-term operating leases. Includes certain
DC-9-30 aircraft which Continental provided to Eastern under an
agreement that was terminated in early 1990.

(b) Includes the following aircraft which Continental leased from
Texas Air: 14 MD-80, 29 B737-300 and seven DC-9-30 aircraft.



: Virtually all the sircraft and engines owned by Continental are

wb;ectmomongagu. Aﬂnum&hsedﬁommmhuqmm
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poudofmnm&wh@mbmghuedmnum&mdm

In June 1989, Continental entered into an agreement with The
Boeing Company to purchase 50 B737-300 narrow-body -aircraft
wntlnnopuonmpmchmanaddmomliosudnumaftforan
aggregate purchase price (mdudmg options) of $2.8 billion, which
price assumes an-indexed price escalation -factor. ‘With-certain
nouc,&nmwhuﬁeughtmmmmﬁmoropuon
B737-300 aircraft to B737-400 series or:B737-500 series-aircraft.
Prices-may-be higher-or lower depeading on the actual escalation

factor at the time of delivery. Deliveries are scheduled from 1992

ﬁw;hl”)md:eﬁmmm&mdﬁomlmﬂlwgh 1997 .0n
the option sircraft. Pursuant to the agreementwith-the Examiner,
-‘Continental thas agreed ‘to

- .~options.on:delivery.of up to 40-of such sirceaftsiten s s
. In November 1989, Continental agreed to purchase a total of

.20 Airbus A330 and ‘A340 wide-body sircraft, with-an:option:to
. pntchaseZOnddmomlASwotMumftformw

_',- ﬂxuhlhle walue of
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In 1989, (Jontmennl sold and leased back 21sircraft and.dis- .

“to Eastern certiiin :purchase:

(a) Does not indude 11 Beecheraft 99, seven DC-3, six YS-11, eight
, Fairchild and 12 Metro Il sircraft having an aggregate net book and

.$12.million, which aircraft have
beendeunedtnbesurpluno&emmuu'sopemmgneedsul
 sesult of Continental’s substantial efforts to standardize its commuter

& fleets. Britt has a contract for the sale of the 12 Metro aircraft at et
book value.

Owned aircraft in the above table include aircraft owned by
Continental and leased to the commuter subsidiaries. Substan-
tially all leased aircraft are leased on a long-term basis by either
Connnentalor.thesuhudmy..,- -

+“Continental-is continui topmchaseoommumnm&.Asof
December31, 1989.5OEMB 120 aircraft remained to be delivered
atanwm of-approxiately $168 million, with deliv-
eries scheduled through the first quarter of 1991. In addition,
13 ATR-42 sircraft remain to be délivered at an cost of

. ~approximately.$100 million; :with deliveries scheduled through

1990. Continental expects to lease all of these additional aircraft
to:its subsidiaries. Various forms of financing support are
available in connection with these purchase agreements. At
Deeemberal,lm,ﬁmn commitments had been secured for

iog-" : all .of :the aircraft scheduled for delivery other than the last

turers, subjectiticestain. ulmpms
+and related meﬂﬂmﬂfﬂh
- .:m.' . . :- . - ] .

+ In- Man:h 1990, Conmulag:eedmhnﬁommmzﬂmd' 3
dnnd party,on.ilong-;term basis, one, B747-200 airceaft which ds.

- scheduled for delivery during
- See .“Eastern-Flight - Eqmpment" -for a «discussion. of .certain
umﬁ-rdawdmnsmmbetween(bnnnnnlmdﬂasm. e
As of December 31, 1989, Continental’s commuter airline
subsidiaries (Bar Harbor, Britt and Rocky Mountain) operated
fleets consisting in the aggregate of 101 aircraft, as follows:

Seats in Avenage
. Standard Age
‘Type Total(s) Owned Leased Configuration (in years)
ATR42 ............ 25 10 15 46 13
Beechcraft 1900 . . . . . .. 26 10 16 19 4.0
Beecheraft €99 ... ... 14 10 4 15 44
Dash7............. 6 2 4 48 10.2
EMB120 ........... 20 14 6 30 1.2
Fairchild............ 2 2 - 46 30.8
Metroll ............ 2 2 - 16 - " 125
Sab340............ 6 - 6 3 3.4
Total 101 2 ﬂ .

., . . I ig... T ) e o™ - = :4.
opnon:mafnoannﬁlme,mdudmgmoﬁsmdﬂnwghu
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" While Continentsl-has .obtained lsubsunhalmﬁn and "

pnd&vuyﬁnmqummmm &mthgmpecqwmufg-

_ortosellorlusecemaofus

20:EMB 120 sircraft. Management, of Continental believes that it
wilhulme subsnnualopuanngeﬂiuenuu&omtlwmquumon

mﬂtmmﬁ AL Tdhi

- Gontinental- munua!lym m ,et and commutzr flight
tqmpmentnee:kuﬁmnydemmewmaddlmmlmmﬁ
mcnft.

‘Continéntal’s: prnicipsl faclities dre located in

"Housnonfl.osingdes,benvu,devdmd,'!{onohﬂumﬂNemrk.

ﬂ'd%f-ﬂms-awelln substantially all of Contineatal's other
e lense fong 2 ',___._net:entilbans,mthdxelesaee‘

.and services. In certain locations, Continental

Lcxpenses.
~-<owns hangars and other facilities on land leased on a long-term
the second quarter.of 1990, dxi

:basis,which faclities, will become the property.of the lessor on

" sermination:of the lease. At.each of its hub dities and most other

locations, Continental’s passenger and baggage handling space is
:leased directly from the airport authority on varying terms depen-
dent on prevailing practice at each airport. Continental also
maintains administrative offices, airport and terminal fadilities,
training facilities and other fadilities related to the airline business
in the cities it serves.

The City of Denver is preparing to construct a new airport
intended to replace Stapleton, which will significantly increase
costs of operations at Denver. In March 1990, Continental entered
into an agreement with the City of Denver to support the
construction of the new airport which is scheduled to open in
late 1993. Pursuant to the agreement, Continental will enter into
a 20-year lease at the new airport, subject to Continental’s cost
per enplaned passenger not exceeding a specified amount. Also



pursuant to the agreement, Continental will be provided the gate
mnmunedosstto‘dnend:mg tenmml.mdDenvu'wlllme
" dirport reveriue boridsin an‘amoutit up t5°'$100 miillion'to finance
the ‘construction of Continental ‘support facilities including a
* maintenance facility; flight kitchen and"cargo fadluy“Denver has
also agreed that all operations at Stapleton will terminate upon
opening of the new airport which will be located approximately
10 miles northeast of Stapleton. _

Eastorn
Flight Equipmens. As of December 31, 1989, Eueems ﬂeet
conslstedofwl}etnlmft,asfollows )

-
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(b) In: anmvofm Eestern‘aold-one:of these iircrsstusidis

rrently negotisting to sell or assign the balanceof itsL-1011-fleet..
(c) lnduda wmmﬁonshmlenummlﬂmdmm
(d) Includes ‘three. sircraft clunﬁed-uu nonOPeutm; property at
DecemberBl 1989. . -.;l . = i
: (s)lnduduﬁvemmftﬂntm,soldm
mbsequendylusedmconumulmdm;'_ raft
L lndlusedhckmthefmtqnmoﬂm _:';_-::*:j'_ R
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Virtually -all 'the owned - urcnft listed above-me"sub)ect’w
mortgages. The aircraft shown as leased are‘leased from-unrelared
parties on a long-term basis with the exception of five DC-9-51
aircraft which are subleased from an affiliate on a short-term
basis. During a portion of 1989 and ‘the first quarter of 1990,
Continental provided to Eastern up to 16 DC-9-31 sircraft and
related crews, which are excluded from the table. Also excluded
from the table are six DC-9-30 aircraft that Continental currently
is providing to Eastern under short-term arrangements that the
parties intend to finalize as 2 long-term lease.

As of December 31, 1989, Eastern had no firm orders to
purchase aircraft. However, pursuant to an agreement with the
Examiner, Eastern would obtain from Continental certain
purchase options on delivery of 40 new B737-300 aircraft. See
Item 1. “Business. Eastern-Chapter 11 Reorganization of Eastern.”

Ground Facilitis. Eastern leases substantially all of its hangars
and ground fadilities, including space occupied by its executive
offices and its principal overhaul and maintenance bases in Miami,
its bases in Atlanta, Boston, Newark and New York, and its local

. entitled Schreiber v-Babes, &-al,

“ticket and administrative offices' throughout its system. Eastern
. -has agreed to sell its hangar, cargo, terminal and office spaces at
]ohnFKcnnedyandSan]umwpom Seelml “Business.
‘Eastern-Routes™ -

Most of. Eastems pnnclpal facilities, or the land on which
‘they are situated, are leased on a long-term net rental basis.
The Dade County Avistion Department, which operates Miami
International Airport, has asserted that Eastern’s long-term lease
at the airport for certain terminal facilities expired March 11, 1989.
Eastern believes that its leasehold interest extends through March
- '1998 and that its leasehold interest is subject to the protection of
ﬂerasuernBankrupmcyCom

<Eastern-and: Continental have entered into a long-term lease
mththePortAuthontyofNewYorkand New Jersey providing
-for the construction of 2 new-terminal at LaGuardia where current

gm:paceuhghdymmmd o
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In February lw,apenmwhoaﬂegu.bensasmckbolderof
Fexas Air filed an action in-the Court of for the State of
‘Delaware in:and for New Castle County (the “Chancery Court”),
niming as defendants Texas Air,

hwwm(ﬂuﬁpﬂ)mdmwtmd
directorsand :officers -of Texas-Air(including Messrs.

DEET

Cnmey;-lett,’-Handmakcr Hickey, Lorenzo, McCormick, .

Pohlad, Snédeker:and Wilson). The:action: , ‘among
othcnhmgs,(‘)m:desby'lhun\noﬁharsltownedof

stock of New York Air and Continental and-certain sales
‘by-CCS AutomationSystems, Inc., :(“CCS”) a wholly -ownec
. subsidiary of the y at the time in question, to certain ¢-
. isthe individual defendants, (i) loans:made:by Texas Air in conne:-

.tion with these transactions and the -subsequent repurchase of

- JuduhmesofNewYorkAlrandC(Sby’IhasAlmupmﬁtm

*guch individuils, (jii) certain .other loans: from-Texas Air to-the
od:erde&ndants.and(w)ee:mnamngunentspmumtmwhdn
“Texas Air has made joint investments with Jet Capital. The action

- charges, among other things, that such transactions were improper

.and lacked a legitimate business and seeks an accounting

"-to Texas Air from the other ‘defendants. The defendants have

advised Texas Air that they have valid and substantial defenses to
these charges. - -

Claims of Continental Employees

On September 24, 1983, the corporate predecessors to Continental
temporarily suspended domestic operations and filed voluntary
petitions for reorganization under Chapter 11 of the Code in the
Continental Bankruptcy Court. The Continental Plan became
effective on September 2, 1986 (the “Plan Effective Date™), at
which point Continental emerged from the protection of the
Continental Bankruptcy Court.

At the time the Chapter 11 petitions were filed, Continental
unilaterally implemented new wage levels and work rules for
all of its employees and rejected certain collective bargainin::
agreements. ALPA, the UFA and the 1AM filed claims with ti::-
Continental Bankruptcy Court on behalf of Continen:.’
em for alleged damages arising out of various actions - -
by Continental, including the rejection of their exec: -
contracts. Continental settled all union daims with ALP-., w::
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UFA and the IAM (with certain exceptions that are immaterial to
nsﬁnanualponm).mdloutprqudwemﬂxeughtsqudnﬂml
to-seek to;

pumleihur.da!nuvcfhmofsndldams‘.':

... In.accordance with their individual:right-under.the union'
" “settlements, individual pilots:and flight-attendants have applied.
mmmmmoneormoxeofﬂ:ednmsﬁledbym.PAmd&e

UFA, asserting claims aggregating approximately $40 million.
Continental has opposed approximately half of such caims on
the ground that the claimants failed to comply with the
intervention procedures prescribed by the Continental
Court. Because the Continental Bankruptcy -Court has already.
entered orders disallowing the.claims -in-which intetvention is
sought, any intervening employees-will havesto-obtain ulings
the Continental Court.decisions in order to.
recover on their claims. In February 1989, the Texas District Court

Iejection :of union -contracts..These :orders thave-been

andatgumentmheldbefomﬂ:el‘i&hﬁrmnt(bunof
m]a.nnary1990 Continental believes it is likely that other claims.
will continue to-be :pursued .on .appeal. .In January 1987, the
BanhupucyanedaNunchIimco:der that changed.in
certain ; :AtS: ‘order:

Dnstnct Court mnmoedrand—ammo;d the three January .1987. ~

) mdm.lnApnlmw,dxeDsmconnvmwdd:emew

Nunc-Pro Tunc order-except-in:so far as the’order extended the:

. period.for plots: o accept secalland authorine the Bankrupicy.

.affirmed - the Continental Bankruptcy-Court’s 1985-and 1986
-orders, ~which :denied claims for ‘damages-from ‘Contipental’s:” -

-will not:be entitled:to-any recovery
sthe settlement with ..

approving: :
-ALPA, and issued three addmonal-o:deupmpomng-Nlnmp:ct, :
the settlement, one of which could increase Conti :

Wm.hmwmmmmm

‘Continental has appealed :the:District:Court’s -affirming”
the three January orders-and:ithe: April-onder.£On.June 2621989,

District Court granted Texas Air’s motion for summary judgment
and entered 2 final judgment that the pilots take nothing by their
suit. The pilots have filed an appeal. The O'Neill group intervened
in Txas Asr 9. ALPA (a suit originally brought by Texas Air in the
District Court, seeking a declaratory judgment that Texas Air had

no liability under the side letter) seeking damages for the alleged
-breach of the side letter by Texas Air. The litigation was settled by

the ALPA settlement and on that basis, the District Court entered
an order and final judgment dismissing ALPA's claims and the
O'Neill group intervention. The District Court, in an oral ruling
from the bench, stated the side letter did not create individual
rights-in the intervenors. The O'Neill group appealed. An
argument was heard before the Fifth Circuit Court of Appeals on
March 6, 1990. The Adsir group, &mgndmdmuredpdots.
‘brought -suit .in 1986 in Colorado State District Court against

Texas Air-seeking damages for the alleged breach of the side letter.
An’the spring of 1989,the court submitted- the fact issues in the

.appesled . .case:to.a jury.withont ruling on Texas Air’s legal defenses. On

Mayl&lm,tjutydehermnedﬂutd:eudelemrwmnended
to be a guaranty of Continental’s collective ent. '
Managemeat of Texas Air and Continental believe that the pilots
‘because, among-other legal

l)aﬂdmmmdadleadekmﬂmy,wmm
and seleased by ;the ALPA settlenent,(ii) the pilots are not

i '-entir.led t0:damages-because :they. ‘were .0n stnke, (m) the

'Al.m.mnecuu

_September 23,:1983. Additional and substantial proceedings are
forthe coiirt:to rule on Texas Air’s legal:defenses and

.batgumng agteement, whu:h Was rejected'

‘necéssary-
another jury trial would be necessary on damages. Continental
:hangreedmmdemm{y'fmshrformyhabihty
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" ihéDistrict:Court grantedsGoptinentillssmoition to-stay;thes-- Puisuantito sheisettiement of certain. dlss wwn hwsmts ‘that

"March and April orders pending. Continental’s appeal of-such

order to the Fifth Circuit Court.of Appeals. Individual pilots.have
also filed a lawsuit:alleging that the back-to-work provisions.of .
the ALPA settlement are unlswful and discriminate against former . _

striking pilots. Continental intends to contest vigorously any
efforts to amend the terms of the ALPA sedement,mmmnnet
adverse to it or its curtent employees

In addition to derivative daims bu pursued by employeu,
individual employees filed claims thh respect to Continental’s
Chapter 11 filing, including claims for damages from the rejection
of union contracts and for furlough pay, of which approximately
$28.6 million has not yet been resolved. The determination of the
amount of disputed claims remains under the Continental
Bankruptcy Court jurisdiction. The Plan does not require
Continental to set aside funds for the payments of these claims or
provide a limit on the amount of these claims.

Current and former Continental pilots have asserted claims that
Continental's rejection of its ALPA collective bargaining agree-
ment violated the terms of a side letter between Texas Air and
ALPA executed in 1982. Three groups of pilots have brought suit
against Texas Air seeking damages arising from Texas Air’s alleged
breach of the side letter. The Maas, .%ugronpls composed of
approximately 280 pilots who.filed suit in Texas State District
Court, Harris County, Texas. On January 10, 1990 the Texas State

contested the Continentsl Merger in February 1987, Continental
agreed-in' March 1987 to pay $3.75 per share of Continental
common;stock beld by its former stockholders in addition to the
~merger consideration of $16.50 per share. The settlement does
notmcompass&ehwsmtbmugh by American General Corpo-
mon and American General Life Insurance Company (togethet. '
General”) in the Delaware Chancery Court against
Gonnncntal, Texas Air and certain directors of Continental and
Texas Air. In its action, American General alleges, among other
things, that the merger consideration is inadequate and that the
Continental Merger is unfair and violated the terms of warrants
to purchase up to approximately 5.1 million shares of Continental
common stock, subject to adjustment, and an option agreement
granting certain rights to subscribe to future issues of Continental
common stock, which warrants and option were received by
American General in June 1983 in connection with a $40.0 million
loan by American General to Continental. Pursuant to the terms
of the Continental Merger, Continental believes that the warrants




..~ - “were converted into the right to receive the merger.consideration  Litigation Reisting to the Eastern Merger
i -~ and sthat;theoption ceases:to'be: npphubleas'nmlt ‘of the . ,.In September 1986, 2 purported class action entitled Weis » Easern

Conunenn‘lﬂelg&*‘"vﬂﬁ“ “sres- e ik smaiintpsdioa T SR

eA irivmes, Inc, et al was commenced-in the ChmcayComtmm
- In:Maich-1987, dimericanGeneral movedfor-puuﬂwmnyfﬁnmm -of its.directors and Texas Air- among
tasserting: that:its warrants aré-exercisable for:a number " -othér-things;’ that the director defendants, sided and abetted by

of shares bf Texas Air common stock equal to'eight-tenths of the - “Texas -Air,breached ‘their. fiduciary duties with -respect to- the
number of shares of Continental common stock prevnously negotiation of the agreement providing for the merger pursuant
subject to such warrants, on the grounds that similar options were o which Texas Air acquired Eastern and the payment of allegedly
offered by Texas Air to certain employees of Continental pursuant  grossly inadequate merger consideration. The action seeks
to the Tcxas Air 1987 Stock Option Plan:(the “1987 Plan")..In . -damages, among other things. A second lawsuit, filed in
January 1988, the Delaware Chancery Court held, among other Omobal%mﬂlzumemunenutledl(nqﬁdummm

.- things;that the Continental Merger -did ‘not‘breach the 1983 _Inc, @) alleges the same grounds for relief. -

.. 'option"sgreement, snd thstiipon exércise:of -its*warrants; _ ~.In‘November.1986, purported class action catiled s, s

»=_American'General has thetight tothe same options to be granted. .. s :Easern AsrLines, Joc.-was filed in the Chancery: Gourt: Such

. "toContinental emplGyees-under the 1987 Plan (in addition o ction secks;imong other things, to:eqmtethateadrholderof

R
L e

. wammnts: Such*melwswqemd binoﬂtmenhl-beﬂuseiof.f !

Amersicain General's contrartuiil right to the merger-consideration). - any of :the five -series. of :Bastern’s outstanding subordinated
~Continental indﬂbﬂi’%nr‘ippeﬂed‘th@&mcerrﬁoﬁn’df’*-ﬂibenmmm -connection=with -which -certain.consents -were
dmnm%wghutuung&&amdmhddnhm&%mghmd@mdmﬁem +seceive.a:cash. payment-or

one of the judges subsequently disqualified himself;:and-4 new °_ticket-vouchers, regardless of whether such holder gave his
humg‘washdd April 11, '1989. Thereafter:the Chancery Coust, consent. Also in‘November 1986, a purported class action entitled
on-its-own motion, ‘set the-appeal for the hearing av'han which . Lowensbus v Eavern Air Lines, Inc. was filed against Eastern in the
hnnngwheld in: Sepnember‘lm -Ardecision is'pending: The' . Chancery'Court. This lawsuit has been consolidated with the Kass
1987 Planp 3 thiit:the'options’ mdﬁanployem&i Jawsuit: A-third lawsuit, entitlod Schadman v Easern Air Lines; Inc.,

" holders:will‘be-wufomatically suspended:in certaininevedts; wasifiled the: !amemond:. muﬁnghe same:claims as in the
) mdudmgd:em:d*ofshmlnopnons'm‘nmenmnwm Wm;n«m P Lo R :n: sasrh
: edrNover 'Mﬂ%mma entitled Hastings:-Murtagh; & al's. .

qud&tp?ﬁu!pmonswmmm

*On‘May-11; 1988,,Ammun~Genenl melnptedtomsefiu _ 'ddwﬂdmtheﬂondnmmmby

oth {eaders of Eastern's three:major unions against
AmericanGeneral' refusal'to accept the merger consideration us- ”Eutem.meuibeuofﬁasm’shoudof&mmd'knsm
full payment of the warrants. Gonumhlhsmdeﬂthuxplm The suit alleges, .among-other things, that-there were
tion date-of the wamints*to June 10, 1990, 0 ‘dllow-siniGidedy - “mikstatements-und omissions-of material facts in theproxy

determination of each party’s rights. i—*'"": T TgiIne Fmitenils rehung 20 the Basuern Merget and tl\at &stems

plamnﬂ's nmended thuroomphmt,mongoﬂ:er things,

wmmmummmm- 5Wmﬁammlsm class action -on :behalf of all employee

f'lled muw:ﬁmmkmmmnﬂ%d"" ke e s13:0f Eastern,-which class was certified in February 1988
US. District Gourt for the Northern Districtof Califotnia seeking }onthemueofcompenuwtydamges “The Florida District Court
substantial damages. In-the lawsuits, Continental anf New Yotk - did not grant class.certification-on the remaining-count, which
Air alleged, among other things, tlntpmfutnmlsdwduleduphp alleges ‘the -wasting:of .corporate .assets. ‘Thereafter, Eastern
on the American-and United CRS.caused- travel agents-to :--,;---concededtlutﬂmdmw:ldproceedasadenvmdm
reservations on’ dteseamusemwhenﬁonnnenulurNewYod: on Yz T b

" Air would have more nearly corresponded to-the-customers’ - mmummﬂm

needs. The suit against United has been settled. The suitagainst " In February 1987, Eastern filed an action:in the Florida District
American will be settled pursuant to the agreement to sell certain ~ Court alleging that the IAM and certain of its individual officers
assets to American. had attempted to coerce and interfere with Eastern representatives
In October 1987, American filed an action in the District Court  and circumvent contract grievances and bargaining procedures, in
of Tarrant County, Texas against Continental, Texas Air, Eastern,  violation of the RLA and common law. In March 1987, the IAM
System One and certdin other affiliated companies. The action  filed counterclaims alleging that Eastern had attempted to
alleges that the defendants, in contracting with travel agents for  interfere with the JAM and its representatives and to frustrate the
the use of the System One CRS, wrongfully induced certain travel  grievance resolution process, had made unilateral changes in the
agent users of American’s CRS to breach contracts relating to  collective bargaining agreement, and had furloughed 1AM-
such use. The action seeks, among other things, direct and  represented employees, in violation of the RLA and Florida law.
consequential damages amounting to unspecified millions of In January 1988, all of the IAM’s claims were dismissed, except
dollars and exemplary damages in the amount of $100 million.  those based on a theory of anti-union animus.
Pursuant to the agreement with American, this suit also would In July 1987, ALPA filed a complaint against Eastern in the
be dismissed. US. District Court for the District of Columbia (the “D.C. District
Court”) alleging, among other things, that Eastern, acting in
concert with Texas Air, has transferred routes, aircraft, and other
assets to various other Texas Air subsidiaties in violation of the
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" actions in-the D.C: Distfict:Caurt, These actions-have-been™ -

consolidated with the ALPA action described above. The action
filed by the IAM also includes Eastern’s directors, Texas Air,
Jet Capital and System One as defendants. The defendants have

filed 2 motion to dismiss the ALPA complaint -or, in the -

altemative, for summary judgment with respect theretoand have
filed 2 motion to dismiss the JAM complaint..y-- -3, a0
i21n :response t0” “‘Buteni mnqbuamenuhat 4t-would

MMMM 31,1988

+RLA. Ihemmplnnt seeks: nnspeaﬁed money damags and

lnMayms.E.asmandTemAuﬁledaantmdnﬂon&

pects /- engaging.-
plan‘to's0-¢ “Fastern that ‘Texas-Air would he
fomedtosell&suemtoALPAmddlelAMaabargunpnoe
The damaging conduct alleged indudes a defamation campaign
and the “slow-down” and “sick-out” discussed under Item 1.
“Business. Eastern- : . "The suit seeks, among other
ﬂmp,suhlhonmdm:guandmm)unmonmm
conduct. In July.1989,-the Florida District Court denied the

- defendants’;:motion.to dismiss, :although the defendants
.. subsequently filed.a renewed motion.to dismiss based in part.on
. ;:_-consumtm;al grounds An Sepoember-lmthe defendants ﬁled

5 Tmhb]ﬂng :Eum"ﬁomsﬁ:ﬂpughmg:m:umn- T;_.;.-munmdmm allegu that thc named pames mgpmd inactsof )

mployeu until &sunmdﬂmnhmsmd the:
: ‘*Imgunmg -procedures .of the RLA. {In September;1988;: IheJU.S.

Cou:tof

it would g.mntﬂ:e Ma;noﬂmmamﬂdMoom
would -reserve:-any-further-action

A shareholder demmve—acuon.muﬂetlm i Tocas - Afr
Corporation, & 4, wasﬁletlmtthhnouyCouanen:mber
1987 against, among others, Texas Air and .certain -officers .and
directors of Eastern. The lawsuit, brought by a holder of several
series of Eastern preferred stock, including its 20% preferred, but
funded by ALPA, alleges breach of fiduciary duty of loyalty, waste
of corporate assets and breach of Eastern’s Certificate of
Incorporation. Plaintiff seeks (1) an order (i) temporarily
restraining defendants from causing Eastern to transfer any assets
to Texas Air or any of its subsidiaries; (ii) rescinding the sale by
Eastern of two computer subsidiaries; and (iii) granting plaintiff
the right to convert his 20% Preferred into Eastern common stock
and the right to vote with respect to the sale of certain assets, and
(2) unspecified damages and costs, including reasonable attorneys’
fees. The defendants moved to dismiss the complaint and
plaintiffs filed a motion for a preliminary injunction. In June 1989,
the defendants removed the suit to the U.S, District Court for the
District of Delaware. : . . . -

.- -mail and rwire fraud, -extortion .and securities. ﬁnudnnd-deﬁmed
:them thropgh -statements-made to Continental and Eastern .

-foriheh:tnct&ﬁolnmbn Gmnta(d:g ‘:nﬁ ?employees‘*md othus = These claims: mcludeq:hss mction :

nage: Mlﬂ}. tomwﬂd Florids statg. law,- pumuve
sges-and attoineys fecs, Texas Air-and the other.defendants, =
sEasters yzlnch has ot heen served ﬁled monons

;;he automntu; stay:as:to their
an‘;!iovembet..m”. Blstern

Connmenmamymenpmpmsemnon

spending -resolution;by the mquthe nmoweounm:dnm :against Bastern’s counterclaim
Eastern Bankruptcy Court of the impact of the sutomatic stay.....is -:.:sodefendants. All motions are pending. ..

“yinMarch 1989, :a case entitled :E;;mAer Iu:.,
.dd,mﬁledmdxeNewYorkSmSupmmeGuun,Countyof

"New York, against Eastern, Texas Air, Jet Capital, System One
and Continental. The complaint alleges that various transactions
between Eastern and its affiliates constitute avoidable convey-
ances under the New York Debtor and Creditor law. Plaintiffs
request (i) setting aside such conveyances and transfers and
appointing a receiver to take charge of such property, (i) an
injunction restraining Eastern from engaging further in such
transfers, (iii) an injunction restraining the non-Eastern defen-
dants from further conveyances of such property acquired from
Eastern, and (iv) damages and costs. In May 1989, the case was
removed to the Eastern Bankruptcy Court. In November 1989,

Jn.;.'



. the Eastern Bankruptcy Court, with.the consent.of the parties,

«s permitted ithe plaintiff o amend his. -complaint, among:other
" things, 16 #add ALPA ‘as‘a plaintiff."]ii"Decémber 1989, Eastern

- filed-a motion:to -dismiss-the complaint::in January 1990, the
"7 Eastern*Bankruptcy :Court, without deciding :Eastern's ‘motion,

.’ . iprovidions basedupor-Easterr(y:
. ‘Gontinental-sircraft and:pilots

. ment. ALPA sought through its demand to require i
.. . the Eastern and Continental:pilots.
" .ALPA's demand onthe grounds ‘that the"arbitration :award -on

. - 7. which-ALPA's-"demand was*baséd-does-not require theintegrs- -
- "tion thut ALPA souglitand" bwhmdtbemmmcmy, ‘ALPA -

... filed a2 ‘motion ‘inthe Eastern” :
. -in ‘order o periiit the seniority’ mtegnhon ‘to‘proceéd 0

- “September-1989;-the Eastern'}

. allowing the arbitration ‘award to: beeome final,:but-staying any. .

... ¥ December 1989, Bastern: filed an advi sitj b itand s,
T riotion to*enjoin”ALPA From Pursiing’ ﬁlﬂtf*b”iﬂ«“gr‘ieviﬁ 8 8
chillenging Easterti’s practice of not accepting bids-submitted by

enijoined further prosecution of the case until April 30,1990." ~
Also, in March 1989, ALPA sent a2 demand letter to Eastern,
Continental and Texas Air seelnng to initiate semonty mtegranon
procedures pursuant to certain labor protective provisions
contained in the last Eastern-ALPA collective bargaining sgree-
of
. After Easternobjected -to

“Court to:lift the i

action”by :ALPA purporting to ‘enforce-that award. :ALPAhas..
“that-order to the US. DmnctGourtfortheSoutlwm
Distiict of New York (the “New-Yoik District Court™)s. =

- “In“September- 1989,’AI;PA filed:a‘comphaint-with- the* Floruh P
* - District Court seeking:isijunctive:and ‘monetary:relief: underithe 7 A
Emern his'prepared a list:ofits creditors andrheamount oftherr

RLA’s ‘status- quo; collectrve”bargﬂmngmd nondrsmmhmon
2t eise’

to enjoin ALPA's “‘wet lease"litigation” -

‘agreeme
- to:fly’ &stem revenue ﬂlglm. - 3
- - Basternvehien*filed. mﬂadvenuy complaintiinsthe:Eastern filew
.~ Bankruptcy Court seekirig

rusonablepenodaftcrthesuihehadended lnFebruary 1990,

.. ALPA filed a motion for :reconsideration of iits.:motion to
~withdraw the reference, which motion:is*pending:”A-trial:on
:the-bid-related ‘portion
“March 27, 1990. A trial on the remainder-of Eastern’s complaint,

of Eastern’s . complaint is scheduled for

relating-to Bastern’s continued use of-its temporary ‘work rules,
will be scheduled after completion of the trial on the bid-related
portion. ALPAhasagreednottohugatemanyoﬁlerﬁ)mmany
arbitration or judicial complaint on any of the issues presented by
Eastern’s com

In February 1990,:groupof18formulysmhngprlmsﬁlndt
complamt,purportedlyonbehnlfofadassof 1,800
nreinstited former stnkeu,agnnst&stem,'l‘emmr,]etc:pml

-and the Administrative:Committee -of the Eastern Pilot Pension
“B" ‘Plan, alleging-that Eastern violated:the RLA by improperly
__denying them the
" “ALPA rmade*an unconditional offer-to-retiifn to *work .on-their

ight to return to:work in‘seniority order after

nteredsin‘order ~behulf:on’November:22,: iwmd-ﬁu.ﬂummohud its legal

to the Eastern pilots” plans,-in violation of
lhe-RLA, RlCOmdihccmlnghtuct.lnMnmh 1990, the Eastern -

_ ‘Banlrmpﬁcy Court en;omed thts acuon asa. vrolauon of the

i Swhickist-awas filed:with the Eastern:Bankruptcy.Court

3 ﬂn{!&:hedule") Section 301 of the Code allows.any creditor to

$proof.of cliim with:the Eastern Bankruptcy Court, which
. tlsimis deefned an sllowed claim unless aparty in interest objects

-‘on‘the-grounds:that ALPA's- complaint-violated:the {ode’s. . Mwlfmob)wuonnmdctothcallowmceofadnm,d:e

sutomatic stay provision. Ini October 1989, the Eastern Bankniptcy “Eastern Banhupucy'com:nfnernonoe -and hearing,
Mmmm‘mhu;?'medmlmunt,uhduy

Court -entered .an-order directing
hwmit,%rchﬂlﬂ‘lhmdldMA&n
order to the New York District Court. -

smhngpnloubeuusesuthpdouwereonsﬁhe,otbyfomdy
stiiking pilots when Eastern-had -no available: vacancies because- -
replacements had already been-hired to fill such vacancies:ALPA -
had filed grievances after cach bid ‘contendisig that Eastern’s
conduct violated the Eastern-ALPA collective bargainiing-agree-
ment. Eastern’s adversary complaint also ‘sought a ruling that it
could continue for a reasonable period the use of temporary work
rules it had implemented at the commencement of ALPA's strike.
After the Eastern Bankruptcy Court issued a temporary restraining
order, ALPA moved to withdraw the reference of Eastern’s adver-
sary complaint from the Eastern Bankruptcy Court to the
New York District Court and in that court sought a transfer to
the Florida District Court. In January 1990, the New York District
Court entered an order referring Eastern’s adversary complaint
back to the Eastern Bankruptcy Court for trial. Included in the
New York District Court’s order was a ruling that Eastern had the
legal right to continue to use the temporary work rules for a

will deter-
and of such daim. August 31,
"lnstrhtefor:ﬁlmgw&mms»ﬂupm 1lestate -

. oftbuedumsmmvahd.duphmve '
orbaseduponeonungenaesdnthavenotocmned :
ﬁ'fUnleuothermsenoted,allofdreproceedmgsrehmgwhnga

.tion ‘against ‘Eastern described above were automatically stayed
-uponthe filing by

Eastern of a petition for-reorganization under .
11 of the Code. Leave to lift the stay and allow the actions

-to proceed may be sought by Eastern or by other affected parties

from the Bankruptcy Court. In the various asset transfer cases
described above, Texas Air and the other codefendant affiliates
may seek from the Eastern Bankruptcy Court and the other
relevant courts extension of the stay with respect to themselves.
Pursuant to the agreement with the Examiner, certain of the
proceedings described above, or portions thereof, would
be dismissed.

Management believes that the discussion under Item 1.
“Business. Effect of Eastern’s Chapter 11 Case on Texas Air and
Affiliates” accurately states the effect, if any, that the litigation of
Eastern described above will have on Texas Air and its affiliates.

In addition to the above lawsuits, Texas Air and/or its subsidi-
aries are involved in various matters of litigation, antitrust

proceedings, personal injury and other civil actions, as well as
other claims and disputes that could result in additional litigation.
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Francisco A. Lorenzo, age 49
Cba&moj:tbeM
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Rohutn&edeh; agefl
Exeewtive Vice Presidens,. .:
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" JohnB. Adams, sge 43 .

- Senior Viee President -~
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Viuh:dalt

J.Ddenzzle.age”
Viee Presidens and
Awociaiz General Counszl

Elliott M. Seiden, age 44
Viae President and
Associate General Counsel

Chairman of the Board (since December 1985), Chief Executive Officer (since June 1980), President
(June 1980 to December 1985 and since June 1986) and Director (since 1972) of Texas Air; Chairman of the
Board and Chief Executive Officer (March 1982 to December 1988 and since October 1989) and President
(Septembeér 1983 to April 1984 and July 1987 to January 1988) and Director (since November 1981) of
‘ConmuLGnmnofﬁeMndDuem(mOmbul”S)ofEmem Chmanoftheboud

"‘:nd Duumr (ame1969) ofJet Clpml.

PN SR S

L Bemnie’Vicerdentmd Trnﬂner (nncejune 1”9). SemorViuPluldent and ’ﬁmxet Oune 1980 to
= - ;. siDecember.1981and:July 1982 to May 1969) and Director (since July lm)ofTauAn Duecwrofﬂum
&m(mWWqMMNdM(MMI) ofJet&pml. G e

' - e ot Humaa Resoumﬂune 1987
uo jnmmy 1989) of(‘nnnnenul Vieehendent—ﬂnmm Resources (October. 1986 to June 1987) of Eastern;
Prendent-Pemn

-

Ry

1985 to October 1986) of Continental; Senior Vice President-Human '

ouly\“ bul”i)of'ﬁanoﬂiAxﬂms,hc. Semoercerudent-Personnel (198200
c I- 3 ﬂ.n SN L. -..-“:. - .

gy T M“Semm" uhﬁ&‘ent*(m]une 1906) of'lkns Air; Semor‘Vice“Pundmt-Opuluom and’lbdlmul
o St Seivics e MMWMVﬁemMHWanlmeW‘W“)OTCWMﬂ

PR e

(chbu 1982 wocwhu;m) prms.Alr.

y ‘Corj ’i(urlme holdmg compmy). Dalln.s, 'l'ens dimilar positions (January 1981 to
Sepmberl wltthmﬂ;lnc.,Dalfotundaﬂihmdoompum.
VmehemdmtmdhmedGonmd(m]ublM)mdAmmemlememwylm

‘to June 1989) of Texas Air; Vice President-Administration, General Counsel and Secretary of New York Air
(Novembul%tobeoembulm :

VicePlundentandAmmGenenlCounsd(simejuly 1989), Associate General Counsel (April 1986 to
June 1989) of Texas Air; Associate General Counsel-International and Regulatory Affairs (December 1985
to March 1986) of Continental; Section Chief-Transportation, Energy and Agriculture Section, Antitrust
Division, U.S. Dept. of Justice (October 1977 to November 1985).

There is no family relationship between any of the above executive officers. There are no known arrangements or understandings
between any executive officer and any other person pursuant to which any of the above-named executive officers was selected as an
officer. All executive officers are elected annually by the Board of Directors to serve until the next annual Board of Directors’ meeting,

which follows the annual stockholders’ meeting.
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. -Partll . N ) In deciding whether to recommend the payment of dividends,

_.#7‘ T “ s st . management of Texas Air will consider Texas Air’s earnings and
T 1*Ihnl.lublm¢mm.alh‘wm *financial condition-and other factors. Texas Air's .ability to pay -

' E T T B T e '"of Continental, ‘Eastern and Texas ‘Air’s other subsidiaries, -and
i ThcoommonmckofTensAmsluwdondleAmenmnSmck such subsidiaries’ ability to pay dividends to Texas Air. Certain of
Exchange and the Pacific Stock Exchange. The following table Continental's and Eastern’s indentures restrict the payment of
gives the high and low sales prices for the stock as reported on  dividends based upon certain financial tests, including each such
the American Suod:Exchmgeforead: quamedypeuoddunngdle " company’s respective net income. In addition, dividends must be
pasttwoyeus . paid on Eastern’s publicly-held prefeired stock before dividends
_ . . : .,u',mybepudontheFaswmmmmonsmd:heldbyTensm;
A Payment of dividends.on Eastern’s common stock and on
. g3 +,-Continentsl's common.and preferred stock was not permitted by
1s .each company’s indentures based on its respective net income
g U thronghDemberal 1989 As a result of the Chapter 11 reorga-
L 0w ipization, payment of dividends by Eastern is subject to approval
35 -: m*:«;fmbthehsm&nhupmycomhmmtmmmm

T ---'sberns-.Alr.ofEasnems 1L36%Preﬁned,'l'ansmrlnspud i
: ; : ey ‘cash dividénds on such stock beglnmng in“the -
- e ) wnd N dlm T e W,
Mof&bmqmlm&mmnnppmmMyBZ&7 Mnrch30.1990,2040,0003haresof'lhasAu’sUusA
holdeuof:ecotdof'l&nsm commonétock. ™. mmonswdgmmuedmdoummdmg,allofwhmbmheld
i TR o ST T R by Jet Capital. Esch share of Class A common stock entitles the
i T e 9 ,holdud:aeofmmmmallma:bmmdmdxem
j-be;paid on'the ' of :Fexas Al , except with respect to the élection of.one-fourth

Ml@ﬂyﬁﬁkﬁﬂmwﬂu@fﬂdﬂy.-.--wfwsm&mandﬂ:enghtmopamapuem ;
tlle ‘Board“of : ots, bt :subject (Except in ‘the cise ol 1<imostidividedds on commoti stock as'if each suiti-share’hiad beedi
dmd:ndspa]ablem?wmon;w&)mﬂ:epaymt .of annuil ,x.-.cnnvem:lmtoone-halfofuhmofcommmm:kmedmdy
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on thiree ofxqs [oury_p issues since ﬂ:e hir "Mmd"&duhmofﬂisﬁ\mmon
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-uomofTensAumtheyemmbseqtmtm l9a6hne-been
~significantly aﬂ'ecned by this growth. Texas Air’s financial results
‘have also,been si y adversely affected by:the.lshor diffi-
.mlnuulimemmdliam:mmghraupm 11 reorganization
in March 1989.. 2. ; -.xi.-, Y ey e

Any companson of results should also take. into

yelmo-yur
account the fact that airline results are highly sensitive to-industry

- conditions, and that industry conditions may vary dramatically
from year to year in response to, among other things, changing
levels of passenger traffic and fares. In part as a result of airline
industry over-capacity, the airline industry has experienced periods
of intense competition-which have adversely affected financial
results. In addition, the airline industry has consolidated, which
has resulted in certain airlines becoming stronger competitors.

In December 1987, the Financial Accounting Standards Board
issued a new statement on accounting for income taxes. See
Note 9 of Notes to Consolidated Financial Statements.

Liquidity and Capital Resources

As discussed in Notes 1 and 3 of the Notes to Consolidated
Finandal Statements, Texas Air’s consolidated financial statements
include the financial statements of its wholly owned subsidiaries,
Eastern, Continental and System One, all of which are impacted

DL - {{which -i5*R

~degreeiits level of operations

_J_auppmpmﬁeformontymt:)mdﬁxedd:mududmg
~ " allowsnce for interest capitalized. Fixed charges are total interest
. 'uymu(beﬁnededucﬁngaﬂowmformw capitalized) and
ldlmdnmmofdebtupennandone&udofmalupem
of the ‘interest factors included thereirf) - .
‘thlgedmmme(lou).l’orpurpaaofdmemw&epufemd

dmdendleqmm ofsuhudnnwhmbeeumuwed

ofﬁlsm andxtspotenhalmpmton‘l'mshr,

'munuing'locm, ppml upendnmmmmsﬂb and :
“substantial financil leverage. Eastern has taken steps to size down
the scope of its operations, reduce operating costs and sell certain
of its assets not.required for.its reduced level of operations. In.
nddmon.SymmOnedecmsed.althoughtoamouhmwd
+o.reflect the reduced size of Eastern.
In February 1990, Texas Air announced -that it would :sell 50%
of its interest in System One to EDS. See Item 1. “Business.
System One.” Eastern will continue to be required to dispose of
substantial assets in order to generate liquidity and continue its
operations, and Texas Air and Continental could also be required
to take such steps in order to maintain levels of liquidity required
for their continued operations, although there can be no assur-
ance that such liquidity can be generated. For a discussion of
possible effects of Eastern’s filing for reorganization on Texas Air,
Continental and System One, see Item 1. “Business. Effect of
Eastern’s Chapter 11 Case on Texas Air and Affiliates.”

Texas Air has from time to time considered and continues to
consider certain restructuring possibilities designed to increase
the value of Texas Air capital stock for its shareholders. Texas Air
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"As of Deoenbet 31, 1989, Texas Alr and T sk

sidiaries had total cash, temporary cash investments and market-
able securities of $1.3 billion, including $333.0 million held
by Texas Air (parent company.only), $257.4 million held by
- Continental and $661.7 million held by Eastern (of which amount

3574.9mﬂhonwasxesmctedandheldmsegmgmdamounmfor :

the benefit.of Eastern's creditors). See - Eastern.” This position
compares to a ‘consolidated cash and marketible.securities balance -

of$889.0.xmlhon as of‘DegunberBl,,lm ‘These consolidated .
amounts d¢.not inchide.approximatély 337,.9 million -and
'$2(L6 milhon ofaﬁilnm markeubledebt ;nmumenu hdd by

2 m:h“'rem mruﬁugiﬁxgqnmumxth-:g;pect $o siich ~
. ADsactions. Ty e v

service requirements (including interest) on Texas Air's currently

: mumdmgdebt and upmllzed ‘lease obhgatwns, net -of.any

tlon ‘of indebtednéss discussed below, are estunated to

" approximate $56.8 million .in :1990. In addition, Texas Air’s

publicly-held debt securities have scheduled maturities of
$0, $74.2 million, $94.4 million and $0 in 1991, 1992, 1993 and
1994, respectively, which amounts are net of the debt securities
repurchased in open market transactions as discussed below.
Certain of Texas Air’s indentures contain covenants requiring
maintenance, on a consolidated basis, of a defined level of tangible
:net equity..Due to the substantial losses :recorded during 1988
and 1989, Texas Air failed to meet such maintensnce require- .
‘ments in late 1988 and was required to redeem approximately
$61.6 million .of indebtedness.during 1989 and January 1990.
DunngDeoembet lmmd&eﬁmmmoflm'lhnsmr
purchased -in ‘open-market:transactions-approximately -

et

mmmmdmmmam&hhshmoim

msmémﬂhonmuusemdmconsoﬁd‘mdmhfpomm“
ﬂ,_mo 1991 and 1992. lnadfllgmwn, certain iidéntures of Texas Air

alll_‘ mandatory- redemption 1 requirements associated with said
wﬁlchmlghtbetegmmddunng‘lm:nd in some cases,

A -_3-1‘ ¥ -*- »‘!w._i»

i bﬁ,g.am"wf.umm

19ss.'ru.sm'advmedsuonmnhom N

) Connnental, .of which ;:amount. $100.0 :million. was repaid in

«costs in"the iidine industry, make Texas ‘Air and its subsidiaries-" ‘Decembu«,lmﬁeei , 1___nL”Dunn31988md&eﬁm' '
vulneublenodedmumtevennewhlchwuldmseﬁomgenuﬂ of19ﬂ9.TensAnadvanoal$390mllmnmSymmOne
;. “eoonomicto it ing iy iy 'M,:m;i-momlllon zeredit facility. :During the first -

Tocas:Air (Parest Company o.b) ¢
Texas-Air-conducts ‘most of its .

subsidiaries: deheﬂwpuonof X

: ivvof . I
“Amﬂhonmdmdends&om.&nem*dumgilm,ﬂhsm&‘.;
ssgmﬁunt:dmdends from its-subsidiaries-in:recent. -

not received
years, although it has received substantislincome from its subsid+

iaries.-In addition, Texas Air receives materisl income .from ‘its "

cash investments and from lease payments and fees from iits
subsidiaries. See Item 1. “Business. Eastern-Chapter 11 Reorgani-
zation of Eastern” for a discussion of the effect of Eastern’s filing
for reorganization on payment of fees to Texas Air.

In October 1989, Texas Air sold to third parties $60.4 million
of Continental’s debt securities that it held for net proceeds of
approximately $59.6 million.

Texas Air has in recent years received substantial funds through
the issuance of debt and equity securities. Accordingly, its cash
requirements relate primarily to its outstanding indebtedness and
preferred stock. As of December 31, 1989, the scheduled debt

I cnployeei fn: adﬂﬁon,mdaiwque plailecs Teaas s, cuaterof 1963 e $295 ilon sdvance o Syeem One wns
W W@f' wonvuwd to:g'term loan bearing interest at m%pennnum,upay- ]
;:.m‘&wmwmm&hﬂﬂﬂ A TDR F e,

- Texas Air has. andmyathumsebelnbleiorm

P‘“T

L obltgauons'of Eastern .including, among others, two of
: -mw(oerﬂhon)onmEammdebudness for such
.guaranty. Bastern. deposited:$40-million in cash with Texas Air),

‘certain Eastern pension obligations and the payment of dividends,
redemption price and ‘liquidation value of Eastern’s 11.36%
‘Preferred. As of December 31,71989, Eastern’s 11.36% Preferred’s
“annual dividend requirements were approximately $27.1 million
with a liquidation preference of approximately $238.8 million.
Pursuant to Texas Air’s agreement with the Examiner, Texas Air
has agreed to pay to Eastern $107 million on confirmation of its
plan of reorganization and will pay on Eastern’s behalf in the
second quarter of 1990 $26.3 million of Eastern’s deferred pension
obligations. In addition, each member of the Texas Air “controlled
group” is jointly and severally liable for Eastern’s periodic
minimum pension plan funding obligations and could be jointly
and severally liable for the full amount of the plan’s under-
funding if an Eastern pension plan were terminated. See “Eastern-
Chapter 11 Reorganization of Eastern” and “Effect of Eastern’s
Chapter 11 Case on Texas Air and Affiliates” under
Item 1. “Business.”

Continental. As of December 31, 1989, Continental had approxi-
mately $257:4 million in cash and cash equivalents .compared
to approximately $185.1 million at December 31, 1988. The

158 4:million -of its. pubhodebt «securities, thereby:satisfying .~ -



.- yiOthenthan'expenditures: for-thow agd ':
theusmceofmdustm!menue""

$72.3 million increase was the result of $220.0 million of net cash

__ provided by investing .activities: (including $406.1 million of

-~ proceeds from;the disposition of property and equipment offset
by $186.1:million of capital- s) and $97.9 million .of
" Tcash;; from oﬁetby&ﬁimllhonofnet

repayments of loans from affiliates and $104.9 million of net
repayments of long-term debt and capital leases).

Continental had working capital deficits at December 31, 1989,
1988 .and 1987 .of approximately. $167 million, $274 million and
$212 million, respectively. Because aitlines typically have no
-product inventories and have substantial :service ance

- liabilities-due:to.advance ticket-sales, Continental believes

‘minimal -or‘negative. worhngapml bahnees are not- unusual in
'-themdmc:mdusny few

+During. 1”9,*Contmentnl sold nnd lused back ZImrcnft,

. generating spproximatély$252:miillion:in cash;:of which amount
;,:;5115m|lhonmuudmm:qmmgadebtonthemmftm:_

* " sale/leaseback transactions resulted in deferred;gains of approxi-

‘mately $147 million, which amounts-will be amortized.as a -

mducuonmleueupemeoverthemofﬂ:empecuvelwa

In-early:1990,:Continental sold.and leased .back four:aircraft,”

. realizing:net proceedsiof. approximately $80. L million aftepxepay:::

: mtofmsmmdwm,,.- ST el
-«annngﬂm«‘Gown‘lw: rilease:
improvements:and - New

the issuance:of :ppmnmﬁdy*sm millmnf.ﬂx-ueinpmdum
tridl revenue bonds:issued by. governmental :agencies:with

principal and interest paynients paid :through

certain gircraft spare parts-and-made aircraft

ey

wh&mmtwﬁnmuedmﬁmwtmllygenemedﬁmds i
. specific assetfinanciogsiri:.. i

a"ba.... -H_L.r_- .‘—-.\-h Lw Qaq u.

expenditures-funded through-
bonds, ‘Continental’s capital expenditures during 1989 aggregated
* approximately $97 miillion, : asugmﬁcmtporhon of which related
to the standardization of the fleets of Contineatal and its subsidi-
aries, the acquisition of spare patummwnumdmpmvements
to passenger terminal facilities. Continental expects its non-
aircraft capital commitments-for 1990 to aggregate approximately
$100 million to $150 million, largely for the same purposes, which
expenditures Continental expects to finance with internally gener-
ated funds or specific asset financings.

. Continental has firm commitments to acquire 50 B737-300
aircraft with deliveries scheduled from 1992 through 1995, for an
aggregate purchase price of approximately $1.4 billion, 20 A330
and A340 aircraft with deliveries scheduled from 1993 through
1999 for an aggregate purchase price of approximately $2.0 billion,
and an aggregate of 43 EMB and ATR aircraft with deliveries
scheduled through the first quarter of 1991 for an aggregate
purchase price of $268 million. While significant term and
predelivery financing commitments have been provided to
Continental by the respective manufacturers, subject to certain
conditions, Continental expects to obtain specific asset financing
closer to the time of delivery based on prevailing market condi-
tions, although there can be no assurance that such third-party

m )
cash used by financing activities (including $140.6 million of net

" -costs-of

in‘terniingl i slleging,-among other things,.
wark gnd. . unfaiv.and that.it.is entitled to additional merger considera-
yprocesds-from” "-”#uon.»SeéJtem*.'B. “Legal‘l’tmdmgs. 'ngatton rOonmungahe .
Ne;;&nee-i)ember 31 —1989.‘Connnennl lns sold cemm m‘

long-term ‘leasé  pursusn
agteements Also ~during -1989, <Continetital upendedappmzi-"""m génetating
mately -$91 :million -for the.purchase of new ¢ nwta:mft,

.financing will be available. In March 1990, Continental agreed

to lease from an unrelated third party, on 2 long-term basis,

-0ne:B747-200 gircraft, which is scheduled:for -delivery-in :the
second quarter-of 1990. See ltem 2. “Descnpm of Properties.
- "Continental-Flight Equipment””

PuuumttomnlegulahonandFAAteguhuonud:ungw,

among other things, collision avoidance systems, aitborne
windshear avoidance systems, and increased inspections and
maintenance procedures to be conducted on older aircraft,
Continental estimates, based on its current fleet, that it may incur
costs through the 1990's of up to approximately $205 million.

However, this estimate is subject to revision based upon finaliza-

tion of .certain regulations as well as possible changes in
Continental’s fleet composition. Continental expects that the
pliance with such legislation.and regulations will be
funded through internally generated funds and modification of

-mtshmngpmvmonsnnderm.hue

agreements. .
Contmenulzemnnsoblsgumd Uoﬂpnyzppromhdy%ml- .

“lion upon the-exercise of certain ontstanding warrants -(against

receipt of $42.5 million in-consideration, which may be satisfied
upon cancellation of substantially all of a Continental promissory

:note), all of which are held by American -General. American
-General is.contesting :the :terms-on which Continental merged

with .4 wholly-owned .subsidiary-of Texas Air.in February.1987 °
that the.terms. of the merger-were

A B

- ~"‘- h "'1

t-t0 sale/leaseback transactions and settle certain litiga-

29,.1990, Continental had arrange- .

N :mentsrsub]ecl-i‘to'odnnngencnes. which.could generate an

) nppmmndyjlﬂmﬂlonofnetprooeeds,nhtedm _
- of:urplusasseumdsetdement '

"of cartain litigation.~ -~ *
- See “Eas 11 Beorgamunon of Eastern” and “Fﬁect

ofEnscernsGhnpwn Case on Texas Air and Affiliates” under

Item 1. “Business.” for a.discussion relating to Continental’s

! potentnl liability relatedto the Eastern reorganization and

pension funding o ns.

Certain of Continental’s debt agreements contain certain restric-
tive provisions relating to payments of dividends and maintenance
ofaminimum consolidated networth. According tothe termsof cer-
tain debt agreements, as of December 31, 1989, Continental was
unable to pay dividends on its common stock or preferred stock.

As of December 31, 1989, Continental had approximately
$2.4 billion of long-term indebtedness and capitalized lease obliga-
tions. Continental generated liquidity during 1989 primarily
through the refinancing of certain of its secured obligations,
proceeds from the disposition of certain surplus assets, new third-
party borrowings and cash generated from operating activities.

\an aggregate .of $143.million-of net:proceeds, "
whldxudaerhubeenreouvedorunotsubjectwngmﬁant



- . Continental believes that its internally generated funds, third-party
. borrowings- mdfodner -financings;*without:the-useof: any-new
¥ bomowing an “Air $50 million'credit fine- Besiibed -
* below; will be sufficient to meet:its cash requi
dnueunbenoassuunoedntsudxhqmd:tyan*bé

silthough
m e

“As:a'wholly owned -subsidiary-of Texas Air;‘Continental has

from time to time sought funding from Texas Air to provide
liquidity, with the understanding that replacement funds would
be sought when obtainable from other sources on commercially
reasonable -terms. In the first half of 1988, Texas Air.advanced
. Continental an aggregate of $193.5 million -for'working capital
. pmpom,ofwhndxmountﬂ;.ﬁmilhonmrepadmjuly 1988
' -.and $150 million wwas converted-into a fixed-tate note-due July 1;-
meumgmmﬂm!nm Gomennl '$150 million
mmnonewm and cincelled t theissuance of anew

Deoembet‘lm, 'Gonnnehﬁl obtained -2 ‘$175 million secured
revolving credit line‘from-an‘unrelated third : party;-drew -down
theﬁ:ll&ﬂimilhonandupnd&l&mlﬂmofmeﬂomngm

“note'dueito TexasAir. :<5ra, "3 «‘»auz-vr -ﬁ‘ﬂb Ty b
«mmmmm mbusmeu
andaeupmmwpmeugerbue As*a&eaﬂt)-dumg“lm%m

| geneu:l;l'sﬁbsanulfliqddny by'di

and 'otherwets.smplus'to:’its needs.mmmnt to'such’ bnsmess
. .-plan, Eastern’ from:tanpmllpmcaedmg

28 ‘a*smaller: U‘S -nr]me, vlthhmgmfantly mptoved

upmlmucmre TR EVE el

o wvjannmy*i”o buanusplmu‘lkior&nw

ofSl’I? billion'in"proceeds ﬁomhsaet'dlsposmoni dunng its’
11 pmceeﬂmgs.'!hese asset sdles are: :d:to generite.

:ppmnmm:ly-smhllwn iinnet;cash afterre; it of aelated:

debt, of which approximately $485.3 million in nét cash is"™
d to be received in: lmhadd:non.pummtwdxeagxe&- .

ment with the Examiner, Eastern would receivé $107 million in
cash from Texas Air upon confirmation of'its plan-of reorganizs-
tion, subject to certain ‘conditions. The .cash generation :portion

" of the January 1990 business plan was intended to provide Eastern
with sufficient funds to facilitate implementation- of its business
plan and to provide a significant level of liquidity reserves, based
on certain projected revenue. Eastern has proposed revisions to
this plan. See Item 1. “Business. Eastern-Chapter 11 Reorgani-
zation of Eastern.”

For a description of Eastern’s asset sales in 1989 and 1990 and
its agreement to sell additional assets, see Item 1. “Business.
Eastern-Asset Dispositions.”

‘Proceeds from the sale of assets and the rental income from
aircraft leased out have been held in restricted accounts for

m note'tn Texas Alrdﬂdjulyﬂ,‘l”l, -and 'lhns Air’
X Mynmepnor wjuly:l, 1991,ln

the benefit of creditors. Eastern has obtained the release of
$320 ‘million from these restricted accounts (of which amount,
“$110: million was released -during the first quarter :of 1990)to
ameet ‘its ions and implement its business plan. Eastern °
“believes that additional restricted funds will be required in-future
periods, however there-can be no assurance that such funds will
be released.
* At December 31, 1989, Eastern had cash, tem cash invest-
ments and marketable securities of $682.2 million, of which
amount $574.9 million was restricted .and held in segregated
accounts for the benefit of Eastern’s creditors, as compared to
$402.3 ‘million as .of December 31, 1988. The $279.9 -million
) “increase was primarily the result of $862.2. million in proceeds
fmmd:c of -assets-and other-net cash proceeds of
y $80.8 million, which -amounts -were substantially
oﬁ'sethyaushlossfmmopennonsbfﬂﬂimlhon,apml

expenditures-of: y:$41:4 million, and‘the payment of .
. -$1302 mlhonmdebtmdupmlluseobhgamnsmddmdmds
‘on preferred stock issues.

Eastern estimates that as of Deoember 31, 1989, it had
prepetmon liabilities of approximately $3.2 billion, which
induded - approximately:$2:3 billion .of ‘long-term indebtedness
mdaptﬂlmedhseobhyﬂonsnewmmountofdum
-filed with the ‘Eastern Bankruptey ‘Court-in connection with
+“Bastern’s Chapter- 11 proceeding :is several  times -greater.than
Bammsesumaws of such claims. Eastern believes that many of
-'these dlaims are duplicitive, invalid; orbased upon-contingencies -
*:that-have:not occutred. The resolution-of ‘these-claims, -certain
lmgwon and other matters adverse-to’Eastern could have s
" material adverse effect on Eastern’s financial condition; however,
*pnnupally’sbeanse :of ‘the ‘ongoing nature :of ‘the Chapter 11
* proceeding, d)eouwometheteofmdulummhabihtyremlnng
thueﬁom‘mnenﬂy cannot be-determined.

Ald:oughxenmﬂy:no paymtson’be lmde vmh mpect ﬁo

v .-oummdmg debt issues until the bankruptcy court-has spproved
«--e:-"lﬂlﬂ of.

7Section 1110.0f the Code provides special
mtforum&lcndmmdluwnwx&mpum
imoney security interests:in the aircraft, permitting them to obtain

_ pouu:ion-ofuud: aircraft. In May 1989, ‘Eastern paid approxi-
smately $24 million to cover principal and interest on such debt

and lease rentals- without affirming the -related contracts. Until

these Section 1110 contracts are ‘either affirmed or rejected,

Eastern expects to continue meeting -its related debt service

obligations on an ongoing basis under the prefiling terms and

conditions. Also, pursuant to Section 365(d)(3) of the Code, a

debtor must assume all leases of noaresidential real property

within 60 days of the filing -or, absent an extension from the

bankruptcy court, such leases are deemed to be rejected. Prior to

the 60-day deadline, Eastern paid approximately $13 million to

bring its obligations related to these properties current and is

continuing to pay on an ongoing basis its obligations with respect

thereto and with respect to certain ground equipment leases until

such obligations are assumed or rejected. Eastern has until the

earlier of confirmation of a plan of reorganization or September 6,

1990 to assume or reject these property leases, other than its leases



.. .with the Greater Orlando PonAuthontyandththyofAdanu.
. The .Code includes various-other, pmmonrdut may.impose
* limititionsvor Sofstreisits :on Bdstern’s
the foregoing discussion of Sections :1110 and .365(d)(3) is :not .
intended tobe: tll-.mcluuve,as to: wcmpomual hmmnons
In February 1990, Eastcm aubhshad a “refund pmeecuon
program” for travel agents and the flying public guaranteeing
full cash payment of potential refund claims during Eastern’s
Chapter. 11 proceedings.. Under the refund program, Eastern has
dedicatedticket receivables and cash -equal to:110% of potential
mnsporuuon:ndmvd-rdmd sefund daims-from-the sale.of .
‘the..bankraptcy.: ~which

mount -waestimated at;$105-million asof December 31, 1969.
Eastern expects-that-ahy cath needed: fbmhepmgnmwould be -
geaerated -from-operations,-ensbling Basternto;avoid:using
amounts isizits iestricted investment-accounts.iHowever «the...

. Eastern Bankmptcy.Court.authorized

- up to $50 million from its restricted investment.accounts: ..

_ PummtmmlepnlmmdFAAquhuommlmngm.
among otherthings, collision avoidance systems, airborne

-wmdsheumvoudm  systems;-and: mcra:edanspectmns and

n,gmthu.unmmm;ect-ﬁomon based .upon finaliztion .of . -

3 sterni. Expécts 3 .
. suchilé ngulaaomﬂillbeﬁnded thmughmmﬂly
&sm;lud-no firm.cash- commmnemm ofDecembe: 31,
mMu 3 ito-the

plan
funding obligations .and could :be jointly and:severally lisble for
the:full amount-of the plans’ underfundings-if:Eastern:pension
plans ‘were terminated. See Item 1.:“Business. Effect of Eastern’s
Chapter 11 Case on Texas Air and Affiliates” for .2 -discussion

with respect to Eastern’s pension funding obligations.. - -

Results of Opersations

In addition to the substantial reduction in Eastern’s operations in
1989 and its Chapter 11 ﬁlmg. any comparison of Texas Air’s year
to year results should take into account the fact that its subsidi-
aries’ results are highly sensitive to industry conditions and that
industry conditions may vary dramatically from year to year in
response to, among other things, changing levels of passenger
traffic and fares. The airline industry has recently experienced
periods of intense competition and has continued to undergo a
period of consolidation.

Texas Air recorded a net loss of $885.6 million for the year
ended December 31, 1989, as compared to net losses of $718.6 mil-
lion and $466.1 miillion in 1988 and 1987, respectively. Consoli-
dated results reflect the substantial losses recorded by Eastern in

andmllyhbleforﬂum:penodmmmumpenm

each of the three years and Continental in 1988 and 1987, which
mmrntdlect,mthemseof&mm.theeﬂ'ectsofmhbordlﬂi-

mnd.as-nd:,— J:culties.and .resultant -Chapter 11.filing .and, in the case.of

ConunenuLtbeaddmomlexpenseusmnudmthdlcongomg
“integration of the operations of People Express and New York Air
-as well as a charge of $131.0 million recorded in the second

of 1988 in connection with its reestimation of its air traffic Liability.
Both carriers’ results were adversely affected, from both a revenue
and operational performance standpoint, by the investigations of
Texas Air, Continental and Eastern conducted by the DOT and
FAA during the second quarter of 1988. Eastern's results were
also negatively impacted by the intense competition on certain
-routes in the eastern United States, in' particular the new competi-

tive pressures from several carriers that have established new hubs
in:the southeastern United States and the Caribbean, which new
hubshavemausedcapautyonwmpeungmum. :

-isadotal :consolidated revenues declined .by $1.9 ‘billion, from ..

wmmm mwhonm 1988 to $6.7 billion in. 1989, reflecting the reduced

 level of operations implemented by Eastern in the latter part -
of 1988, -its strike 'and the Chapter 11 filing. Eastern'’s reve-
nuudedmedbymbxllwnbetweenthetwopenodswhde
Continental’s reveaues increased by $378.2 million. .

;s Fotal -opeuung upcnses .decreued by :$1.5 billion, from

L s . !llll] .
WWWMWWW Howeves; . - the strike.and Clnpm ;unﬁlmg by.Eastern. :From 1987. to 1988,

total increased by $312.3, mllllon, a substantial

| operating expenses .
s s well 3575 aposiblechmgu ‘Enm'?r“ﬂeet T:portion of which “increase is:attributable to a $131.0 million - *
g ispoewith nomshthgemrdedby(bnnnenulmd:emoondqumof

lmmmnemonmdlﬂ:emmmonofmmmﬂichabﬂuy
Texas Air’s pet dedined by $234.1 million

expense
'Mﬁww SR iR S el from 2988. £0.:1989 :and hy ‘$111.8 million .from 1987 to 1988,

 substantially the result of increases in gains on the disposition of
:property, equipment and ;other. assets.between the periods.

sircrift:capits] expenditires:
agzeunentwnh mnnmm&numdmldwﬂehm " “Eastern recorded an increase of $432.7 million in such gains from
in; T mddm@mmm mxcu&. 9880, 1989, which increase-was partially offset by nonoperating

: Amﬂhonfo:m:ges with

-‘Lpenaon ‘curtailment, expenses associated with its Chapter 11

proceedings, the pilot back pay award and asset impairment.

. Continental. Continental recorded net income of $3.1 million in
1989. a substantial improvement over 1988 and 1987 when it
recorded :net_losses of .$315.5 million and. $258.1 million,
mpecnvel

Continental's revenues have increased during each of the years
from 1987 to 1989, from $4.1 billion in 1987 to $4.7 billion in 1988
and $5.1 billion in 1989. The $378.2 million increase from 1988 to
1989 was largely the result of higher yields, improved scheduling
of aircraft, a slight increase in load factor and increases in revenues
associated with its charter and commuter operations and its
alliance with SAS.
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As a percentage- ‘of total operating costs, Continental’s labor
costs-

ﬁtﬁlsmmﬂﬁoﬂ"“'

A '&ugen&nedrto%m)mdszom.

: 1987.- Continental's Jbor vosti increased -iri 1989 as a’resiile-of ... -

mcxusum:t!w*wage levels for all employee groups: Continentil’s
“labor-costs ar¢’ among the lowest in the'industry-as 2 result of
greater employee productivity resulting in part from flexible work
rules, its lower average wage structure and the lower average
seniority of its workforce. The number of employees decreased to
approximately 31,400 at December 31, 1989 as compared'to
ap| 35,600 at December 31, 1988 and a

33,600 at Deceniber 31, 1987. ‘Continentsl reduced its ‘workfoice

in 1989 in response- to-its-decreased -level -of -operitions-and :
improved productivity. of its-workforce. Continental incréased'its *

employee ‘woikforcé -from 1987 -t0 *1988 -in “order -to"“reduce its
utilization of outside.services, induding ‘maintenasice,*and t6

ehnumtevworkfome*shomges Tesulting froni *the*subsunud -
i .-.-of «certain :maintenance on'Continental’s .aircraft from.outside

-increase-in‘its

€fforts of- Butern s thiee principal udions to“become the-
. . bargaining ¢ ives of certain of Continentil's emplojees; -
whd:eﬁom,:fmﬁ:LmuldwConﬂnenml'shbormsn

ugmﬁun see‘!uln‘l -“Business. (bnunenhl-imployes
Conﬁng'ﬁ

maoam 1989,21.2% in 1988 (excluding: ithe ..
A ~edrings of $131.0 million. This

LaGes

e cort ed -4 $52.7 “shillion inicrease’in mmftfml.
g¥98Y: ;. tiofi !in 1988 and increased -advertising -

Continental revised its estimate-of air traffic liability during the
mndqmofl%wluchmﬂwdmaone-umcchngem
charge, ‘which:-had no impact on
cash flow, is reflected as a separate line item on the consolidated
“statement -of operations. The charge consisted of an estimated
$66.0 million for reaccommodation of passengers on other aidines
and an estimated $65.0 million for revisions of revenue recogni-
tion estimates induding those related to ticketing errors, foreign
currency fluctuations and revenue capture methodology. The
«change in estimates that required this charge related primarily to
activity in late 1987 and, to 2 more limited degree, the first quarter
-of 1988. Continental has revised 2 number of its procedures used:
“toestimate its advance ticket liability on a current basis. .

“Other operating -expenses decreased 2.9% in 1989 over 1988
-and incressed :15:3% in 1988-over 1987. The decrease in other
operating- expenses in 1989 was primarily the result of reduced
maintenance costs as compared to 1988-as:a result of the transfer

services to the internal maintenance t.‘The increase in

1988 .over 1987 -was largely the result.of increased maintenance
associated with the conversion of the People Express

expenses
" fleet to"the-Continental maintenance -program .during date 1987
-, and*19887the additional costs:relsting to:the:FAA.amp:inspec-

associgted -with-special

3 5 > 50
“'of gallons MMW!MWM d’!989 astbmpimd*to ‘apmgrims und1he nmketmgwf Gontinental: uasmgle inte-

- L

dmecf%%mnﬁwuagepmofﬁ:d gl‘l[on' & Therit*l:
“Busmas‘lndnst:y
““Rentals ind laiiding Tees have i auseauch’yen:
1989pnmanly‘duem1ddedleuecostsmomﬁedmthnmfft
.- refinanced i §¢ mﬂhcﬁontm»’lﬁa B9is
fmmmc:usumfealemdﬁywmn 2
' ~(hnt|nnl mmmnmnscxpeme maused"lsﬁ%.m

rates ‘as‘a ‘result of intensified competition for- mvelmgent'

bookings and the increase in passeniger revenues. 1< -3 s

ion and lmomzmonexpensedeuused 3.2%4n1989
over 1988 and increased 10.4% in 1988 as compared to'1987: The
decrease in 1989 was the result of the adoption as of April 1,1989

of a standard depreciable life for all of Continental’s jet'and certain -

commuter aircraft and by decreases resulting from-sales and
sale/leaseback transactions in 1988 and 1989, offset partially by the
acquisition of new commuter aircraft and of certain airport facili-

ties. The increase in 1988 was primarily the result of increased
depreciation on aircraft and ground equipment acquired during
1987 and 1988.and additional amortization associated with
amounts “pushed down” to Continental’s financial statements in
connection with Texas Air’s acquisition of Continental’s minority
interest in March 1987.

-t i

" #Continéntal tecorded net gains on&ed:sposmonofpropeny,
ngenuaswdhsmuusedmcenﬂvemd memdecﬁmmnuon"

4‘,&.

deueued.bym:n

o -L‘ AR

: Ciit"fiinenul mmt and debt

an :compared t0.1988 as the Tesult- of-a'deqmemavmge

:débt:levels during 1989 due to.debt repayments-for-gircraft used

..in-sale/leaseback transactions.:Interest and debt expense

-"ﬁom D875 inceased by 4.4% in 1988 as compared to 1987:as:the result.of the

_inélusion-of a'full year’s interest on the public debt issued-in late

i Ml 1967:und :slightly ligher interest.cates in 1988. Interest

_m_mmemaused :114:4% in 1989 from 1988 and ‘decreased 53.9%
mr‘iﬂﬁom.lmpnmmlyduemthechmgesmmounuof
for investment: sy

RE R LT ¥ e

equipment and other assets of a ately $61.3 million,

~:$22.9million and $12.3 million for the years ended December 31,

.1989, 1988 and 1987, respectively. The assets involved in these
transactions were det:ermmed to-be surplus-to-Continental’s
operating needs.

Continental’s other nonopemtmg income {expense) during
1989, 1988, and 1987 included foreign exchange gains (losses) of
$8.1 million, $3.0 million and ($17.1 million), respectively, princi-
pally related to the revaluation of yen-denominated debt.
Continental also recorded, in connection with sale/leaseback
transactions, gains on early retirement of debt of $19.9 million
and $9.7 million in 1989 and 1988, respectively. In 1988,
Continental recorded gains of $8.0 million related to the recogni-
tion of an allowed claim by the Frontier Bankruptcy Court, which
amount was offset by an $8.9 million charge for the settlement of
certain securities litigation.

Eagern. Eastern recorded a net loss of $852.3 million for the
year ended December 31, 1989, as compared to net losses of
$335.4 million and $181.7 million for the comparable 1988 and
1987 periods, respectively. Eastern’s operating loss for the year



ended December 31, 1989 was $864.7 million, as oompned with
an operating loss of $209.4 million for the. com

”‘;"‘%lmandopennngmwmeofssw niillion for:the c
*1987 period. Eastern.

affected by intense competition, the negative publicity
surrounding the DOT and FAA investigations in 1988 and the
negative public perception generated from its labor disputes.
Operations for the year 1989 were affected further by the strike
and continuing uncertainties created by the Chapter 11 filing. .
In January 1990, Eastern presented to the Creditors Committee
a business plan that was based on certain assumptions, such as

ﬂ:ennmberofuckctssoldtoﬁlll-farebusmespnsungm The .

business plan is highly sensitive to differences between actual -
results and such Since February 1990, Eastern’s actual
revenues and results have fallen short of its projections and, as a
result, in March 1990, Eastern proposed to:the-Creditors .

Committee revisions:to jts business plan. See Itém'1. ‘:Bumess.

Eastern- Chapter 11 Reorganization of Eastern™~ -~ -
Eastern does not believe that seasonal variations are materisl
for an understanding of its business although increased aidine

travel during traditionalholiday mdemon penods pmduoe
__,Emueuedmenuud thoscumes i

been_.nbbmmed u;«ji!dm_dnly'dlou ageas’ tleemed-,tgE bf ~‘Deprecistion s
=, ﬁom 1987 to $318.3 million.”

significance to current or fiiture operations. o

Pnssengumuaforlmdmsed Szﬂilhon 0:609%
fmml988uoompm=d
13.8%from 1987. The‘qlbsnnmldeuusemlm:evenwndue

3 an

.B--.-.. o o,
mmc Discount traffic was 5 92% 6}' wﬁf

lost
1989wmpuedw1tha7%ofwulvolumem lmandgo%m 1987
As a result of the sttiheandsuboequentﬁlmgforpmhcgon,_

under Chapter 11, Eastern’s workforce was substantially
AsEuumslcvelofopmuonshsmcrused.xthsbeeﬁ?éalhng
employees from “no work” status and hiring new employees to
replace those in “strike” status. Eastern has taken steps to reduée
its labor costs by imposing new terms and conditions of employ-
ment on hourly workers, proposing contractual changes to the
ALPA and TWU contracts and by instituting temporary wage
reductions from 10% to 20% for certain of its other employee
groups. For the year 1989, labor costs constituted approximately
30.9% of Eastern's total operating expenses as compared to
approximately 36.8% for the year 1988 and 36.6% for the year
1987. Labor costs decreased to 27.8% of total operating expenses
during the last quarter of 1989. At December 31, 1989, Eastern
had the equivalent of 18,455 full-time employees as compared to
28,688 and 32,481 at year-end 1988 and 1987, respectively.

Under the requirements of the Statement of Financial
Accounting Standards (“SFAS™) No. 88, “Employers’ Accounting
for Settlements and Curtailments of Defined Benefit Pension

"in -

e Bt

multsdnnng l988mdthebegmnmgofl989wetendvmely
" has otherwise terminated or for whom benefit accruals have been

tos decrease in 1988'f §5620million or m

oo Enn“‘g%gg,..

-'-:-a R ;a i 2

Plans and for Termination of Benefits,” Eastern recorded a
‘minimum-pension curtailment expense of $118.0 million for the
year ended December 31, 1989. The curtiilment expense princi-

pally reflects the recognition of unamortized pension costs related
to-employees who have retired or whose period of employment

or are expected to be frozen.

The average cost per gallon of fuel increased by 152% from
1988 to 1989 and decreased by 3.7% from 1987 to 1988. A signifi-
cant part of the 1989 increase in fuel prices occurred in the fourth
qumandﬂ:elpnwhmmnunuedtonsem 1990. See Item 1.
“Business. Industry Conditions-Costs.” ... -

Eastern’s annual maintenance expendnmmgenenlly do not
vary significantly from year to year as a result of msjor mainte-
‘nance overhauls becanse Eastern regulaily fotates its fleet through
such procedures. However, during 1989, Eastern' experienced 2
significant decrease in its maintenance y as-a
result of reduction in its fleet size. Easm:nmﬂvmngman
improved corrosion prevention program, wlncb ‘will schedule

major checks at a greater frequency.
n and amortization expense deuusedZO%m 1989

from 1988 to $254.6 million, which decrease-reflects continuing
" . asset ules .In-addition, in June 1989, Eastern: reclassified to
Pmpaty lnquulpment, ceftain ancnft scheduled

and momuumw*‘deuusd H%m 1988

. Interest and debt expense for 1989mcmsed$22.2 million, or
‘from :1988; mmutmddebtexp:nse&r 1988 decreased -
$7.3milhon,o:24%,fmml987 P

terest income.in, lwamsed.,tlﬁ mﬂlmn.przssm, to
$74.3 million from the . oompulble penod in 1988, primarily

' ;reflecting-an increase in interestincome on restricted investments
And notes:secéivible from -affiliates i-’inmesc"' .inoomg.-.g'_n 1988
’mﬁwﬁ%ﬁm‘:\hon-oﬁ.ﬂbﬁom 1987 % = v

" (Gains from asset dispositions for 1989 of $559 4 nnllmn indude
the sale of Eastern’s Air Shuttle division (including 21 aircraft),

reduced, ‘two A300, 14 DC-9-31, 10 B727-100, 14 B727-200, one B757 sircraft

mddxesaleofcuumgam,muwsmdslots Gains for 1988 and
1987 were $126.7 and $12.3 million
hDembulm,Easmmupensed%SSmﬂhon representing
its estimated prepetition and postpetition exposure through °
December 31, 1989 from the award issued by the System Board in
connection with an ALPA grievance concerning the interpreta-
tion of a pay parity provision contained in the February 1986
collective bargaining agreement between Eastern and ALPA.
However, Eastern has sought review of the award by the Eastern
Bankruptcy Court. See Item 1. “Business. Eastern-Employees.”

In December 1989, Eastern expensed $55.0 million to recog-
nize an impairment in gate value at certain airports. Additionally,
during 1989, Eastern recorded $36.9 million of expenses relating
to its Chapter 11 proceedings, primarily for professional and
technical fees.
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 commuter sidines also have been affected by changing operating
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airline’s acquisition by Texas Air. ..
(<) lbrdwyurendedDembersl.lm,tlnsmﬁsﬁc"snot
nuveduemdlebusmmdxsmpnonmulungﬁomﬂlemikemd
" Chapter 11 filing. 4 TEAER ae

# i

seats are Tlowi. “Reventie

- ef Bar Tifbor, Bt und, Rocky Mountais realized iamet Tow. * g3zast

: “Andable_;utmﬂu”npmentsﬂnenumbetofmavuhble
s multiplied by the number of scheduled miles those

passenger miles” represents the number
gfschedg!dqﬂsﬂwnbymenuemu “Cost per avail-

and interest expense

load factor” represents

'milesdmdedbyawhblcsutmilu “Break-
bid Tactor represénts ‘the' percentage of seats
whlcbmustbeoompwdbymenue in order for the
q@ncto‘bmk-cvenonaﬁ:ﬂy-dlouudbasis “Average yicld per
is carried. “Average daily utili-
zation of each aircraft” means the revenue block hours
ﬂownmmperdaypermmftforﬁxetotalﬂeetofmmft.

Experts

The consolidated financial statements of Texas Air Corporation
and subsidiaries included in this 1989 Annual Report on Form
10-K of Texas Air Corporation have been audited by Arthur
Andersen & Co., independent public accountants, as indicated in
their report with respect thereto, and are included herein in
reliance upon the authority of said firm as experts in account-
ing and auditing in giving said reports. Reference is made to the

report on the consolidated financial statements of Texas Air
Corporation and subsidiaries which includes explanatory
paragraphs that describe the significant uncertainties impacting
Texas Air Corporation and its subsidiaries, as discussed in
Notes 1, 2 and 12 of Notes to Consolidated Financial Statements
and, additionally, the change to a statement of cash flows as
required by generally accepted accounting principles, as discussed
in Note 3 of Notes to Consolidated Financial Statements.
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mummm Eastern, and its potential impact on Texas Air, Continental and
. ‘ J System One, and liquidity concerns resulting from continuing
-‘Tod:cSm:kholdeuandBoudofDnm e e +losses, capital expenditure sequitements.and substantial leverage. -
TensAuCorponhon o ST *“"‘Asamultafthesemmues,ﬁumhshbnsups to size
- down the scope of its operations, reduce operating costs and sell
‘We have audmed the i accompanying consolidated balance sheelx -substantial assets. Additionally, Continental has generated
of Texas Air Corporation (Texas Air) (a Delaware corporation)  liquidity through the refinancing of certain of its secured obliga-
and subsidiaries as of December 31, 1989 and 1988, and the related  tions, proceeds from disposition of certain surplus assets, new
consolidated statements of operations, redeemable and non-  third-party borrowings and cash generated from operating activi-
redeemable preferred stock and common stockholders’ equityfor  ties. Eastern will continue to be required to dispose of substantial
each of the three years in the period ended December 31, 1989,  assets in order to generate liquidity and continue its operations,
and the statements of cash flows for each of the two yearsinthe . and Texas Air and ‘Continental could also be required to take
period .then ended .dind the.statement. of changes in finandial . such steps in order to maintain levels -of liquidity -required for
position for the year ended December 31, 1987. These financial  their continued operations, although there can be no assurance
statements are the responsibility of Texss Air’'s management. Our  -that such liquidity.can be generated. In addition, gs discussed in
: mponabdltymtoapmanoplmonondmeﬁmualsm Note 12, there-are various claims and lawsuits against Eastern the
- «ments based on-our audits. :': - i . -2OUtcome of which could materially affect the financial statements
it e sl .-0f Texas Air; however, the ultimate lisbility resulting from such
Wemnducmedm:rmdmmmrdmoem&lgenml!yampnd dmandhwsmtsmnnotpmenﬂybedemned The accom-
auditing standards. Thosé¢ standards require that we plan and  panying financial ststements have been prepared assuming the -
the aundit to obtain reasonable assurance about whether ~ companies continue as going concerns and do not indude any
the financial statements.are free -of . material misstatement.'An - .adjustments relating to the recoverability and classification of
" .audit indudes examining, on a'test basis, evidence supporting the.: . ~:recorded asset amounts-or the amount and dassification of liabili-
* amounts and -disclosures in .the -financial statements. An audit nuormyodlernd,usunentsdutmlghtbenmsaryasamult
-also includes assessing the accounting principles used.and signifi- . - ofﬂ:eoummeoftheunmnmducﬁbedabm )

mntesumwsmlde.bymmgemen:,uwellascvﬂumngthc

' overill finincis] stitement -presentation. ”We‘belleve thatour :“’*3\3 dwcussed in ‘Note M.’subsequent to ‘March 29, 1990, the

_ mdmsptowdzamsomblcbuuforonroplmon. ., date of .our originsl report, the Bankruptcy Judge in Eastern's
' -~ Chapter 11case appointed -a trustee to ‘manage Eastern’s reor-
lnoutopmnon,d)emnsohdawdﬁmnmlmtemenumfemdw -ganmuone&'ons,andasamult,Tensmtwilldeoonsohdm
above present fairly, in 4ll material respects; the financial position - “Easternfor financiil ‘reporting purposes ‘effective Apil 19, 1990. .
of Texas Air and subsidiaries, as of December 31, 1989-and 1988 Texas Air mansgement is currently evaluating the impact of the

and the results of their-operations for'each-of the three yearsdn msteé's«nppomunenton'l‘msmr'sfmadcondlmand

the period ended December 31, 1989, ind their cash flows Tor ™~ - Tuuneopeuuons

each of the two years:in the period then erided and the changesin’

their financial position forithe year.caded December 31, 1987m .ﬂ\s ducumdm ‘Note 3,. :l‘ JAir, 28 xequued by generally

conformity with generally anccpnedlwonnnng principles. *""accepted accounting principles, has presented statements of cash
flows for each of the two years in the period ended December 31,

Texas Air’s consolidated financial statements include the accounts 1989, in place of statements of changes in finsncial position.
of its wholly owned subsidiaries-Eastern Air Lines, Inc. (Eastern), _ :
Continental Airlines, Inc. (Continental) and System One - ' ARTHUR ANDERSEN & CO.
Holdings, Inc. (System One). As discussed in Notes 1 and 2, : :
there are significant uncertainties impacting Texas Airand eachof  Houston, Texas
its subsidiaries including primarily the bankruptcy proceedings of ~ March 29, 1990
: (except with respect to the
matter discussed in Note 14,
as to which the date
is April 19, 1990)




K :' - T u-ez.auwf;

_ lbrthe\’uts Ended’ Decunber 31, e

————
g e e - ———

1989 1988 1987 -

$5,705,125 $7,584,109 $7,699,071
979,750 988,819 926,960

P .o 6!“4!875 .8)572’928 . &626,031

“Wages, salariesand related costs .. ........... P besedenasioamenl 982,424 - . 2,613,288 .2,556913
- Airceaft fuel ::K.':.‘.‘..r,.., . 996,034 ~. . 1,244,553 .- 1,406,058
' ' ' TRV v a5 882.258,“, 838.716 . _:.7:19.179
. 552.430 ) 622,951.- g3, -'.}5.25.691

S e . °131',m i

(637.295) (237 076) Rl 128.323

" (359 (659.:41) - (m,us)
oo i ndBBTBE T 4896 % 5. BS220.
* o 154776 “18,050 -

_ﬂ’.".l il L*}
.. -4“'

) | _(s178) _(5935%)

s T (e T (es2)”

‘i ..,,‘645¢;_L_: e 2196) - )i e 913
fadles ) s 7‘.8,6” ';a'f,m ! ﬁ)
$"¥(227) !12.58)

Toescomperiod St consoldnc sl et e g ,..mm.,m R

NetlmsperCox;’:n:;nd Common'qunlentShue i

. -
poperS
- e man s

TETE

o RBISE60 2,663,562 s0m T -
732170 8810004, .. - BAI 708 .

] (51»030) S %.(421636) ****

“ogpg1 (10.047)




Texas Alr Corporation and Subsidiaries
Consolidated Baiance Shest )

B A L . - n e rett irem e | e e — e — O e o 8 s IS mes s

= (Dollars ts k) T .. R VAT, e, Taim
. S atmgss AN s W ' e . k e noas

Subtotal-Cash and cash equivalents .............c.cooivuiriiieniniiieiineninnnn... 641,461
‘Marketable securities, at lowerofcostormarket. . ..........c0iiiii ittt it 55,111
‘Restricted investments, at cost which approximates market ................cccoviaa..... 574,903
‘Accounts receivable; less allowance ﬁ:rdonbtfnlmnuvabls(sﬂ,maandsao,ﬂo) ............. . 745,046

Inventories of spare pmsand snppllu, leu allowanoe for.obsolescence (372,965 and $53,583) . .. ... 444548

‘Prepayments and other ",

. Toulcnmtm e

n I t lnquulpmt ey -,..._...- [P .". .....-. o
nghteqmpmcnt e s eeiereniedeen, 3,271,311

1443249

4,606,252'

5206334

(1,005.309)

¢ 14,041,005

i Pmpenyand Eqmpmthnder(‘apnhilusu
e 'nghteqmpmmt TSR

el ws 13,088 695,
e "5'81,717.".-' .

- 94,092

1,170,412
(351,075)

1214231

" (2789M)

819,337 -

933,232

[ . r

(17,189)

d oy U emm
LA oy

69,797

Total property "'d“l“il’m“" -r:.r“:.-'-'-*-u‘- crpezgresenseressgeess 6392811

5,176,277

Other ASSets ........0....cititrerneereeaennnensssseeronnnaescssessennnssnsenns . 703,223

731,979

$7,656,144

$8,210,901

The accompanying notes to consolidated financial statements are an integral part of this statement.



Current Liabilities:
Cunentmamnuesoﬂong-mdebt.......................... ............. e . $ 250,650 $ 256,830

debtdasuﬁedasmnent RPN L 1,554,064

676,616
payable-..,.-. S
. Airerafficlisbility .. .., ... ..
Anuueapaymllma_pmonm

(21,079) __(110%9).
.(1,105,722) (222,312)
§1656144  $8210501

PRI . -

-

The accompanying notes to consolidated financial statements are an inwg.nl part of this statement.




Texas Alr Corporation and Subsidiaries
.Consolidated Statement of Cash Flows

"“-.."""“““""‘"::" " aalar : . - v - e o et e - w p—— 1988
Cash Flows From Operating Activities:
Netloss . . ..ottt e $ (885,628) $(718,638)
Adjustments to reconcile net loss to net cash used by operating activities:

Depreciation and amortization . . . . ........ooiitiiii i . 552,430 622,951
"Provision for uncollectible accounts receivable ....... el .. T 17,611 10,338

. ‘Gain on disposition of property, equipment and otherassets,net . . .................... (612,280) - (154,776)
Adjusunentofmmﬂichablhty-telmdmunts i aeeeee i - 131,000
‘vamonforpenﬂonmmdmt , ......... 7967 - - -
Asctmpumcntvmﬁe-down O TR 5499  © . -
Pwv:stonforp:lot‘back award ;.‘..-‘ etlilalecilalio o

_P:efmeddl'ldendsofEnmAuhnu,hc

46,082 N 51.030

hm o % g:% B (33"7:'3
mm nes [ R R R T I T I 3
(lnctuse)deuusemprepaymentsmd olherassets e RIS AL I (24,463)

”bshnowsrmr pdn un"ém nu .
. ""Proceeds from issuance of lo

ng-termdebt,net “w ~ s ; ref 503,530 B 466,995
Paymentsonlong-termdebtmdupmllweobbpnons R (545,066) - . - - (560,239
Paymentofdﬁdendsonprefened , SEREEY s ' o ' ;

Net Increase (Decrease) in Cash and Cash quvalents era ST -‘;,; UL (165213) 335,743
Cash and Cash Equivalents-Beginningof Period ..................... Cheesireasseeans 806,674 470,931
Cash and Cash Equivalents-End of Period . ............ e e $ 641,461 $ 806,674

Supplemental Cash Flow Information:
Interestpaid ... ... .........iiiiii e $ 496,900 $ 582,271
Financing and Investing Activities Not Affecting Cash:
Capital lease obligationsincurred . . . ....... ... .. ... . ool $ 15821 $ 69,985
Installment purchase agreementsincurred ........... ... ... .. i i iiiiii i 3,586 15,390

The accompanying notes to consolidated financial statements are an integral part of this statement.



2 TR [P L L R S EE IR I LT -:':-
- ,;:smc:;’wmam“ I s -u. -.*«w :

,._.J IR, . D ber3l,l987 '

Inems not requiring (providing) workmg capital: :
Depreciation and amortization . .. ............ccoiisieeaineannn. faa 565,746
Gunondsposmonofpmpertyeqmpmentandodmassets,net e (24.273)

lnausemlong-mabhgaﬂonsduemachmgeﬂucmmonsmd : :

Othet,net..........' ;

T e, 521087 » :-:
153.979

e *.msr f-..

mmontymmutmconnnennl.. L

M'.mf&ﬂm wetidinid increasein deferted

_-".‘."-" ":‘-"ﬁ: n ALV O L.
Cashandmarhnblesemnnu.._.‘ 3(428,716)
Accounts receivable . . . . . ., R e S A 136,593 -
Inventories ............ e J A e e e e, 74,274
Prepaymentsandother . ..., e e (1.369)
Current portion of long-term debt and capital lease obligations . . . ... 80,204
Accounts payable and air traffic hability .................................................... (54,405)
Accrued Habilities . .o .. . it et i et e e et e 63,202

$ (130,217)

The accompanying notes to consolidated financial statements are an integral part of this statement.
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* *Toxns Alr Corporation and Subsidiaries : -
mmumum ] Cemife o TNome atmies
L : . LR s . e -

‘Preferred Stock and Common Stockholders’ Equity - e v
‘Forthe Three Years Ended December 31,1989 .. ... e e T REAT TR A
Preferred Prefered ~ Common . CommoaStock - “pijj,  Remined

Balance, Decenber 31,1986 .. .............. $380,862 $600 $204 35659856 $357 $ 860,198 $ (55399) 161,105 $ (2,091)
Issuance of stock- . .
Exercise of stockoptions . ............... - - - 21,149 2 1475 - - -

i -2 L= am

Ronitn T 0

s _(2884)
.. 1,308 (1,282,788) - 922,338

Exercise of stockoptions ............... - - - 438,357 5 3,669 (15,700) 305
Purchasc of treasurystock . ............... - - - - - - 648  (1855)
Netloss.......cooviiinininerninnans - - - - - - (885,628) - -

15% $2000 Preferred . .................. - - - - - - (73) - -
Increase in notes receivable from affiliates . . . . . - - - - (1,294) - - -
Other ..o 19,980 - _- 245060 2 6877 (2948) 73412  (2,970)
Balance, Décember 31,1989 ............... $ 482,882 $600 $204 41304734 $413  S10855T7 $(2,171437) 1,047,539 $(21,079)

The accompanying notes to consolidated financial statements are an integral part of this statement.
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The ‘consolidated :firiincisl statements mduc[e
Texas ‘Air"Coiporation’(the “C
subsidiaries, Continental Airines, Inc. (“Continental”), Eastern
Air Lines, Inc. (“Eastern”) and System One Holdings, Inc.
(“System One”). The companies operate principally within the
air transportation-industry. The airline industry is highly

competitive and the Company’s aidline subsidiaries, Continental -

and Eastern;:compete -0n most-masjor routes with two or:more

-other major carriers.. The industry consolidated in recent:years
. and Texas Air‘has grown substantially

tlnwghthe.mqummof

" . ‘Bastern in-3986:and-Continental’s acquisition :f-several . carriers :
-..during 1986 and 1987. System:One ﬁmxshesmmpumm

#y

,=anonmymmr(‘3€l!8'i) :and‘computer:

Tl e e

processing?s
ngBasteri;&idContinentl,: andmvdwehwd

; *businesses."Texas A, Eastern' ‘and Continental have reported
submntiallm in Tecent years; :lthough ‘Confinentil achieved -
_-.an approximate breik-even level of netincome in:1989." 2% T % 1

;.,-,f»-‘&lmmgnud mndensdd ﬁmualnnﬁomam-oﬁﬁuwmand

ey _)}’ j{’mﬁgw - SRS -.;.'

ifﬁ;ﬂﬂ.& 1theif:continued

% exas Air -and mmbndnnuan lughly l

. “‘“3‘
or"lhsi\nr”)-mdm “substantial Jevels of debt,-combined with the high level of fixed

.opeunom
ﬂomauushmmentsmdlusepaymenumdfeuﬁomtu.-' ;
~subsidiaries to-supply the funds-necessary for the payment of its

and Texas Air and Continental could also be required to take
such 'steps:in ordetmmunumlcvclsofllqmduy:eqmedfot-

, that such liquidity can'be
d Snch'?i'

costs in the airline industry, make Texas Air and its subsidiaries
vulnersble to declines in revenue which could arise from general
economic conditions, increasing competition and job actions by
employees.:In addition, such leverage may also affect Texas Air’s
access to:capital markets and the cost. of obmnlng bor-

rowed funds. -
- The pnmdesummedemled:l:muonof

: opess
nonsmdhqmdnyrdmngtonAlr,OonumnlmdBnm

“Tbams Adr: As 4 holding company, Texas Airconducts most of its R
onmhm subndnnes.ihas Air has nolmu *

.obligations, including principal-of and interest on its outstanding

.indebtedness and leases:and ‘for the :payment-of -dividends.
.Management:fees charged
- . result-of Esstern's reductioti:in-
ipfemre 'aexpea‘-commbsmuddwdmdﬁnﬁekfommblc future.
- _,M\ % Hmmuﬂ!uw , Continentslior System One:Sec Note 4w -+ .

to Eastem'during1969-were reduced as -
. dexas-Air does not . -

A:r.luun recent yunmed subnmml funds dmmgb
sanict of & -:mr!uab“"“
_ “ofDewﬂbél"Bl":lm,ﬂhesdwduledd&t" &

-openuons,dﬂlonghzdme um-,be 00 gssuninge -

'.356;800,000411 '1990. I addition,Texas- AidF:pablicly-

0) ' gmounts are net of the debt secusities ref

3.t W&heduledmtunﬂef‘bfiso,md,zoo,wo So and -

Sipeksuaz2S . ¢ transactions-as discussed below. See Notes 4 and 7.

ot et B .,,,‘-,nr, vy

As dlmsed in M denilbelawemd in:Notes's
there are significant uncertainties i
its subsidiaries including primarily the b of
Eastern, and its potential mpactonTmsAu,(bnﬂnenml and
System One, and liquidity concerns resulting from continuing
losses, capital expenditure requirements and substantial leverage.
As a result of these uncertainties, Eastern has taken steps to size
down the scope of its operations, reduce operating costs and sell
substantial assets. In addition, System One decreased, although
to a more limited degree, its level of operations to reflect the
reduced size of Eastern. In February 1990 Texas Air, System One
and Electronic Data Systems Corporation (“EDS”) entered into a
preliminary agreement providing for the acquisition by EDS of an
equally owned partnership to operate and market System One’s
CRS ‘(see Note 12). Additionally, Continental has generated
liquidity through the refinancing of certain of its secured obliga-
tions, proceeds from disposition of certain surplus assets, new
third-party borrowings and cash generated from operating activi-
ties. Eastiern will continue to be required to dispose of substantial
assets in-order to generate liquidity and continue its operations,

TmsAlnndudlof '

Texas Air has guarantied substantial obhgluon; of its

g .-subsidiaries and has in the past provided financing directly to its
.nbndimes
“Continental, of which amount $100,000,000 was repaid in

During - 1988, Texas ‘Air advanced $150,000,000 to

December 1989. During 1988 and the first quarter of 1989, Texas
Air advanced $39,000,000 to System One under a $40,000,000
revolving credit facility. During the first quarter of 1989, the
$39,000,000 advanced to System One was converted to a term
loan bearing interest at 10% per annum, repayable in six equal
semiannual installments.

Texas Air has guarantied and may otherwise be liable for certain
obligations of Eastern including, among others, two years
of interest (or $69,000,000) on certain Eastern indebtedness
(for which guaranty Eastern deposited $40,000,000 in cash with
Texas Air), certain Eastern pension obligations and the payment
of dividends, redemption price and liquidation value of Eastern’s
11.36% Cumulative Junior Preferred Stock (the “11.36% Pre-
ferred”). As of December 31, 1989, Eastern’s 11.36% Preferred’s




“an appicximiste breakievén-level after approximately;$81,000,000

i believes, thatsitsin

annual dividend requirements were approximately $27,100,000
with.a-liquidation -preference ‘of approximately $238,800,000.

% ‘Pursnant6:Texis Air's agreement with the Examirier {seeNote2) '

' .on certain' matters designed to improve: the economic viability of -
F.mem “Texas: Air has agreed m*paym&stem :$107,000,000-0n "
- confirmation of its plan of reorganizstion
behalf in the second quarter of 1990 $26,300,000 of Eastern'’s
deferred pension obligations. In addition, each member of the
Texas Air “controlled group” is jointly and severally liable for
Eastern's periodic minimum pension
could be jointly and-severally liable for the full amount of the
plans’ underfundings if Eastern pension phns weremmud.
" SeeNotes2,4,7and 12 . sromvess wa R :
Continental. Connnenul's opeuuonsmd ﬁmnunlmulu were
severelj /impacted -dufing 1987 -and 1988 by the integration -of
People Express -Airlines, Inc.:(“People.Express’), Frontier
Airlines;dnc;iand INew York Alrfhc.f-(‘.Nuv-gi’o:k,M) with .
. Continental, This:problem, compounded by, among others, Isbor. .
. unions hostileto-the inanagement -of ‘Eastern: who 'have .also’
demonstrited -against: Continentil, and:negative publicity:
surrounding the of Transportation:(the “DOT") and

Department
Federal “Aviatiori ‘Administration’ (rhe .“FAA")-investigations .of .
Conmennlmm,mulnedm significant:net losses during 1987 :

- and-1988: mnng,hw@mﬁonunenul committedtoimplement - .
a ~strategyand-duting 1989-was-able:to . -

xdueve :improved.gperating performance :and.higher. yields s
o mmpuﬁ u:lmﬁnmmmwdmmﬂmf

ly:$176,000,000;-however, et income was at. -

mnetnonmnnnggunaﬁomthedupouuonofpmpeuyand
equipmentand-eady ietirement of debtiss ~ird it it Hiat s

* rappointed by the Bankruptcy
and will-pay on Eastern’s

plan funding obligations and

report. As a result of these factors, Eastern’s actual revenues
and results have fallen short of projections. Accordingly, in late
“March 1990, Eastern proposed revisions to the January business
-plan and ‘informed the committee of nnsecured -creditors
Court (the “Creditors Committee™)
that it would not be able to go forward with the tentative reorga-
nization plan it had proposed. See Note 2.

Eastern needs substantial liquidity to rebuild its business and
recapture its passenger base. As a result, during 1989, Eastern
generated substantial liquidity by disposing or leasing of surplus
assets..Eastern plans to generate, in 1990, additional liquidity from
the sale of its South Ameuun routes and other assets surplus
‘toitsneeds. ... .

Pmceedsﬁomﬁealeofuseumdthemulmcomeﬁom
ircraft leased out have been held in restricted accounts adminis-
tered by the United States Bankruptcy Court for the Southern
-District-of New Yotk (the . Court”) for.the benefit -
:0f :creditors. At December 31, '1989, $574,903,000 ‘was held in
~stich restricted accounts. Eastern has obtained the release '
0f-$320,000,000 from these restricted .accounts (of -which,
‘$110,000,000 was released during the first quarter of 1990) to
meet-its obligations :and implement-its business plan. Eastern
[believes. that additional restricted funds will be required in future
pmods.howcverd:munbeno-mumceﬂutmchﬁmdsmll _
" e reléased: "
. The au:ompanymg financial statements hzve been prepared

- e e mme

‘anummgthe companies continue-as going concems:and do not

- manofxecotddmetmountsorﬂueamountanddasaﬁanon

. of lisbilities or any other adjustments that might be necessary asa
Mtofdxeouwomeoftheunmmdlmsedhm :

Continental generited liquidity during’ 1989pnmaﬁlyﬂnough e
Dbllpﬂm’ Pmms :~ )

, wmngvfmﬁmmd
the disposition of mm:n sulpluussets,-new third-party:borrow:
-ings.and :cash’, generited iﬁom opemating activities-Continental-
‘fands, hird-partyzbesro:.
ings. ana,other ﬁnnnungs will be sufficient t6. meet 'its ‘cash ™
tequirements, although: nthere can ‘beno assurance that: such
liquidity:can'be;

AlthoughConhnnnlsopeuwdasanpauuwmpmy,u -
member of .2 :consolidated group-with Texas Air, Eastern and -

System -One, Continental-may be -affected by the financial and
operating condition-of such companies: See Note 2 for discussion
of Eastern’s bankruptcy proceedings. -

Eagern. Competition, the negative publicity surrounding the
DOT and FAA investigations in 1988 and negative public percep-
tion generated from labor disputes against Eastern contributed to
the substantial net losses during 1988 and 1989. Losses for 1989
were affected further by the strikes, the Chapter 11 filing and the
continuing uncertainties created by the Chapter 11 proceedings.
See Note 2.

Since February 1990, Eastern’s business and, most importantly,
its efforts to attract business passengers have continued to be
negatively affected by the uncertainties generated by the
bankruptcy proceeding, including questions that have arisen about
Eastern’s continued viability, continuing delay in achieving satis-
factory resolution of its labor contracts and negative and
disruptive media accounts about the results of the Examiner’s

¥
P

“On:March’ 9, 1989, ‘Fastern filed-a voluntary petltlon in. the
“Bankruptcy Court seeking to under Chapter 11-of the

ganize
- %Federal Barikruptcy-Code; {the *'Cod¢”). The filing for protection
““under the Code was necessary due to Eastern’s-inability ‘to

.continue substantial as a result of the refusal by most
_.ofEumapdos,repmenhed by the Air Line Pilots Association
(“ALPA™), to report to work since the commencement on March
4, 1989 of the strike against Eastern by employees of Eastern repre-
sented by the International Association of Machinists and
Aerospace Workers (the “IAM”).
'I'hz filing by Eastern of its voluntary petition for reorganm
tion operated as an automatic stay against the commencement or
continuation of any judicial, administrative or other proceedings
against Eastern, any act to obtain possession of property of or
from Eastern, or any act to create, perfect or enforce any lien
against property of Eastern, with certain exceptions under the
Code. Consequently, Eastern’s creditors are prohibited from
attempting to collect prepetition debts without the consent of
the Bankruptcy Court. Any creditor may seek relief from the
automatic stay and, if applicable, enforce a lien against any security
if authorized to do so by the Bankruptcy Court. Notwithstanding
the automatic stay, Eastern has paid certain prepetition liabilities,
with approval from the Bankruptcy Court, including certain
payments to foreign vendors and govemmental agencies, wages
and salaries for active employees, insurance benefits, pension
payments, interest payments, insurance claims, travel agency
.communons and certain ticket refunds. In addition, payments



are being:made on certain debt relating directly to aircraft
-financing under the. of Section: 1110 of the Code wlnch
pmdesspeu’ilmrﬁarwmnmmﬁmﬂmuﬁ

permi :otherwise:to obtain: posmonmﬁmchmu:&)
and lease rentals farirport and cectain items of grond -

equipnient. See Note 5. Under the Code, Eastern is ‘required to -

pay substantial expenses associated with the Chapter 11 proceed-
ings, which amounted to $36,900,000 through December 31, 1989.

The following table summarizes, as of December 31, 1989,
Estimated Liabilities Subject to Chapter 11 Reorgammon

Proceedings (in thmuands)

reduce by 12% the level of flying projected in the January business

-plan for'the period.after July 1, 1990 and to reflect the effect of
!‘.YNot"famdmeneonugcbusnessmelm.mﬂyEnmby“

.offering first class travel for approximately 15% less than other

- sirlines’-unrestricted coach fares. In addition, Eastern has stated

its intention ‘to seek Eastern Bankruptcy Court under
Section 1113 of the Code to reject the expired ALPA and Trans-
port Workers Union of America (the “TWU”) labor contracts,
which rejection could lead to substantial cost savings, unless
negotiations with ALPA and the TWU are successful or assured
to come to a definite end. Eastern also intends to seek Bankruptcy

Court approval under Section 1114 of the Code to reduce the cost.

W23 - of health benefits for early retirees and those below age 65, which

Easmnexpects"tlutapomonoﬁtsﬂ o bewb]ea

mub'lw‘may
“3to et off isgiinst-an ‘equil amount-of #stimsted. amsecured -
_payilileum mmfm oﬁ'ultmmdy will I:emuolvea by*the- '

will also result in significant cost:savings to Eastern. In an effort

- to-counter negative publicity mdmpmrebunnsspnssengeu,-_
efforts. In
-addition,  the agreement with:the*Examiner, described below,
. nwouldmunmphce,sub;ecthmhupuy.Coun -approval,” .
‘thereby providing essential assistance to Eastern following its

[Bastern expects to substantially increase its.

emagmoeﬁomﬂnptuu ‘Bastern ‘expects to begin negotia-
tions. in .the near future with the Creditors Committee with

respect to-revisions to-its. busmeas plnnmd'the treatment . of
.claims of unsecured creditors. :::

on confirmation to reflect the sale of aircraft

:ﬂh ness:rescheduled. Holders-of prepetition:tickets:would be given

on February.20, 1990, Amoulmgly,mynedlm Oteqmty:holdeﬂs .

' curréntlijfrée to filé a plan‘6f réorganization withthé * " A'new’series-of stock with ‘4 liquidation -value of-
Couxtgzd"to lolmtamepﬂmphn of creditors Bmm’holdu $34,900,000 would be issued for all existing outstanding preferred
with's : A mnm&onephmgqm-.‘ 5 MM.HMMHMM ‘be :cancelled, .

ally wilheqmm*the nﬁirmanve.vote of'dme

:ofﬂuwm

Lot

P‘CY iy
lzr&bnmy lmhmmmﬁe&m&mmmw
subject£0 -4 number of conditions, to a plan-of:

-feorganization
;pursuant to'which the unsecured credmoxsmﬁldbepnd 50%.of .

their daims.-The ‘proposed plan-was premised-upor ‘Eastern’s
ability to meet feasibility standards set forth in Section 1129(a)(11)
of the Code, which 'standards were mcluded in 'Eastern’s
January 1990 business plan.

Since February 1990, Eastern's business and, most :mporuntly,
its efforts to attract business passengers have continued to be
negatively affected by the uncertainties generated by the
bankruptcy proceeding, induding questions that have arisen about
Eastern's continued viability, continuing delay in achieving satis-
factory resolution of its labor contracts and negative and
disruptive media accounts about the results of the Examiner’s
report described below. As a result of these and other factors,
Eastern’s actual revenues and results have fallen short of projec-
tions. Accordingly, in late March 1990, Eastern proposed revisions
to the January business plan and informed the Creditors
Committee that it would not be able to go forward with the
reorganization plan due to its inability to meet such feasibility
standards discussed above.

Eastern has proposed to revise its business plan to reduce
further its postpetition fleet size (from 160 to 148 aircraft) and to

e -hnon ,pnoemncl,.hqmdnmn

:the choice of :payment in full upon :planconfirmation or new
uchmwmthbﬁ%morethmthefamnlueofdmrmymluckm

. subject to Texas Air’s guaranty 'of dividend paymeats, redemp-
when :due. “Texas Air has

rm mlhngdmdendvpaymentsxon&eau.iﬁbhdumd smcc::
W Iasmnﬁledforpmtemonundercupm 11. Texas Air would

- waive auy rights it has against Eastern arising from such guaranty.

Eastern is - with.the committee of Preferred Stock-
‘holders .appointed by. the-Bankruptcy Court (the “Preferred
chkholdusCommttee’)vndlmpectwdmpmpoul.bntno
agreement has been reached.

In connection with the proposals described above, Texas Air
would retain its equity in Eastern and Eastern would waive any
and all potential claims against Texas Air and Continental.

Management of Eastern cannot predict when or whether any
revised reorganization plan will be formally accepted by creditors
and equity holders entitled to vote thereon or approved by the
Bankruptcy Court or whether any other equity holders or
creditors will submit a competing plan of reorganization to the
Bankruptcy Court. If no plan of reorganization is accepted, and
approved by the Bankruptcy Court, it is possible that Eastern will
be unable to continue in existence and will be liquidated.

On April 5, 1989, the Bankruptcy Court, at Eastern’s request,
appointed an examiner in Eastern’s Chapter 11 case (the
“Examiner”). The Examiner was given authority, among other
things, to review transactions between Eastern and its affiliates.
On March 1, 1990, the Examiner filed with the Bankruptcy Court

lndmwsuonstodate.Enmmln‘ptoposedthutsecureddebt .
£ holde:shsvethurch:msmnsmed,mdxmapmonsofwme
in’ ﬂedgeddmeundermd theballnoeoftlwoutstmdmgmdebted
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alcportonhxsuwcw.ofanumbetofaﬁhawd transactions. The
..report.contained the Examiner’s determiination that Eastern-could .

= assertpossible claims sgainst-its-affiliates; but:in light of the agree-

. ‘ment described below, recommended against making such claims. .
. Eastern management does notbelieve that Eastern has valid claims

against any of its affiliates with respect to the intercompany trans-

actions discussed therein. The agreement among Eastern,
Texas Air (for itself and Continental) and the Examiner, which
was designed to improve the economic viability -of Eastern,
provides for, among other things, the payment by Texas Air to
Eastern of $107,000,000 at confirmation andthe payment.by
Texas Air of $26,500,000 of Eastern’s deferred pension-obligation.
In addition, all prepetition:obligations. (mdudmgmom) of .
Texas Air, Continental and System One.to Eastern would be offset

the ‘would be offset

All postpetition among'
. -against-each other and thenet daim-worild-be paid in-cssh by the - -

appmpm:pmy.—:&smahomuldmbummn;mchm
. options on delivery to Continentsl of 40:new B737-300 aircraft
and 2.25% ownership interest in the CRS partnership expected to
befomedwxdx.EDS.lheagreemcnt:smb)ecthanhum
and confirmation-of 2 plan of:

ﬁmrynol’anem Basmhasmoved_ﬂuﬂhe&nhnpq&u:t

_ :lntm:hem:se of .

appmnmatdysz.ahllm of long-term-indebtedness. and.capital-:
lease obligations.

mately $3 2:billion of ; ,prepeunon lnbllmes, -mcludmg5

other route authorities; Continental will transfer to American
. certain gates and sell to American a route and certain slots and
*Spgtern One will transfer telecommunication lines and equipment
. related. to Eastern’s- Central and South American operations. In‘
addmon, certain daims -will be settled incdluding various claims
arising out -of disputes -involving the- System One CRS and
American’s CRS. See Note 12. The transactions, which are subject
to-certain conditions, provide for payments of $349,000,000
to Eastern, $102,500,000 to Continental and $19,500,000 to
System-One. The: transactions also remain subject to approval by
the DOT; approvals by the Bankruptcy Court and the

‘ment of Justice have been obtained. Currently, Eastern and
American are engaged in 2 dispute as to whether certain condi-

tions have been met relating to the sale of certain assets in San-
mﬂpxpenmnobhpnmmf&mmmd:mpmu . Juan.

-Eastern and American have been negotiating a resolution to
*thudupuu,buufnonmfmoqmoluuonunbetuched.the
usuew:llbembmmdtothe&nhuptcyConrt.
'Dunqgtheﬁrstqmmrof.lml’astemsoldtoanumehﬁed
thardpmyﬁve&wumftwhld:wue leased to

* Continental for gross proceeds to Eastern of approximately -

$132,500,000. Also during the first-quarter of 1990, Eastern sold
20and leased:back from an unrelated third party six A300 sircraft

..ﬁr.:ppmnmaﬁely :$168,000,000,. sold. 0 .unrelated third parties
-rone: 141011 aircraft for.$13,500,000, two. DC-9-30 aircraft for
e slamo,ooo and two .B757 mrcnft for :$74,000,000.- All ‘of -these

7(a) Principles of consolidation-The- consolldaulﬁnanual state-
.:mentsmdnde the accounts.of Texas. Air and its subsidiaries,

“The aggregate amountof dainis’ ﬁledw'ith‘*- i‘(imnmental, “Eastern-and. Sysﬁem‘One:All ugmﬁantammer

thc Banhnpu.y ‘Court:inconnection ‘with Eastern’s Chapter: 11

: ,PWQWWWWWEH §1

estimates ofsuch ‘claims. ‘Eastern believes that mariy:
«claims' are du
"have not:occurred Tbemoluhbnmf.ﬂnmﬂammshug:
-tion and other miatters adverse to Eastern could have a material

" adverse effect on Eastern’s ﬁnmc'nl-condiﬁon;.howev:r,:becnue '

of the ongoing nature of the Chapter 11 the outcome
thereof and :Eastern’s. ultimate. .Inblhty mult:ng -t:herefrom
mndyunnotbedemned. { ey, e

In June 1989, Eastern sold its An' Sl'mtdc dlvmon'mo 'lhnnp
Shuttle, Inc., for $365,000.000m cash-In 1989, Eastern sold other
assets consistent with its rebuilding plan, including 41 aircraft,
certain gates, routes, slots and facilities for gross proceeds of
approximately $497,200,000 before related debt repayments, of
which $32,500,000 have been paid and $163,500,000 remain subject
to approval of a final plan of reorganization. Eastern- also has
leased 14 B727-200 aircraft to Pan American World Airways, Inc.
for a term of three years at an aggregate rental of approximately
$58,000,000 over the three-year period.

In December 1989, Eastern, Continental and System One
entered into separate agreements with American Airlines, Inc.
(“American”). Pursuant to the agreements, Eastern will sell to
American, among other things, its 14 Central and South American
routes, certain hangar, cargo and office facilities, slots, and three

;-invalid-or’based mnnngmuuih:t,

Y. B ».?.wm"-w-» e

f(c)nestnmd investments-At December 31, 1989, 3574,903 000
-of -Eastern’s-cash and investments were held in segregated

accounts for the benefit of Eastern’s creditors. These.funds indude

_cash generated from asset sales, rental income from aircraft leased

outmtbmlpamumdaccmedmmtmoomeonmcbmmmd
investments. Eastern obtained the release of $320,000,000 (of
which $110,000,000 was released during the first quarter of 1990)
from its restricted accounts to meet its obligations and imple-
ment its business plan.

(d) Traffic receivables-Certain of Eastern’s traffic receivables
were sold by Eastern to a bank urider revolving agreements which
expired in 1989. The agreements provided for 18 or 45 percent
of the selling price to be withheld by the purchaser to cover
uncollectible accounts and customer refunds, which have histori-
cally approximated nine to 11 percent of the face value of the
receivables sold. The excess of amounts withheld were remitted
to Eastern as receivables were collected. Eastern was also respon-
sible for all related servicing costs. The balances withheld by the
purchaser under these agreements amounted to zero and
$22,300,000 at December 31, 1989 and 1988, respectively. Proceeds
from the sale of these receivables amounted to $49,800,000 and
$313,800,000 in 1989 and 1988, respectively. :




(€) Spare.parts and supplies-Flight equipment expendable parts
1nd arevalued at cost. An

A :_—-";y-:h, ;nf"
() Property’ nna eqmpment-Pmperty::nd"eqmpmentm
depreciated to estimated residual values over their estimated
useful lives using the straight-line method. Estimated lives are
eight to 21 years, depending on the lease period, for aircraft
acquired under capital leases; four to 28 years for owned

aircraft; andtwomZSyemforodmpmputyudeqmpment.

including airport facility improvements. Maintenince and-repirs

are expensed 4$ incurred; mijor renewls add betterments are ..

capitalized and depreciated over the remaisiing life of the asset.
Effective April '1,"1987, Continental extended :the -
__hmoflpwﬁodymfthpﬁll 1997udmwnde-body

TRen _'mmcnwﬂ ""'.ﬂloaﬁ’tln costs’of ‘@se‘?n’m“ﬂ%q%"uﬂmd

eamnings of $131,000,000. This charge, which had no impact on
flow, is.reflected as a separate line item in the 1988 consoli-

: rstatemeant:of :operations: -The:charge consisted:nfzan *:

-estimated :$66,000,000 for reaccommodation of ‘on

o ,:ﬁ-;mthumﬂtnunndm -estimated $65,000,000 for revisions of

' revenue-Tecognition - estimates-induding those related to ticket-
ing errors, foreign currency fluctuations and revenue capture
methodology. The change in estimates that required this charge
related primarily to activity in late 1987 and, to a more limited
degree, the first quarter of 1988. Contiriental has revised 2 number
ofltsptooedumusedwesumueusadvanoeuckethbnhtyon
-a current basis.

~{j) Passenger traffic commissions- Pnsengermﬂ‘ic commissior

ue'teoogmzed as expense when :the: transportation is provided

*;and-the related revenue is recognized.-The amount of passeriger
B "mﬂiceomm:smmnotyetmognmdnexpenusdmﬁedm
" heconsolidated financial stitemefifs &s prepaymen

.-t-s. g™

milte ;.,;_‘i‘i(k)l‘mquentmdupmgnm &sm:ndﬁonunenulopeune

TRTL O Y
Apull.alm.&nnnmnl
sundndmeddleﬂepreuablehvuohllm_]etmdwninofm

mately $11,400,000 for 1987. Effective

wmm‘umftbﬂsyuuﬁom&e“ ackire?

recorded as goodwill and is
30-year pmodunngﬂ:estmghbhnemeﬁod.&nfbemb&n,

ively, of the balance in Other Assets, net of $30,487,000
and $19,460,000 of sccumulated amortization, respectively. Dufring -
1989, 1988 and 1987, $11,027,000, $10,871,000 and 38,248,0(”,
respectively, of goodwill amortization was expensed in the
consolidated statement of operations.

(h) Deferred credits~Deferred credits consist primarily of
deferred gains from the sale/leaseback of aircraft. These credits
are being amortized as a reduction of lease expense over the terms
of the related leases.

(i) Revenue recognition-Passenger revenues are recognized
when the transportation is provided rather than when the ticket
is sold. The amount of passenger sales not yet recognized as
revenue is reflected in the consolidated financial statements as air
traffic liability. The companies perform a periodic verification of
this estimated liability, and adjustments which result therefrom
are included in the consolidated statements of operations.

Continental revised its estimate of air traffic liability during the

second quarter of 1988 which resulted in 2 one-time charge to

(rdmns pmaﬁ'y o the -cqumon of Gontmeqnl) h-s,begn;-'.'

.8 combined frequent flyer program known as OnePass that
“provides a variety of awards to program members based on

. --mmuhudmilage.neuumnedmemeunlcostofpmdmg
refor " free ¢

'“-mnencymnucuom

I *,.. cunency transaction adjustments. nre‘mduded in the

', th s f operations ori'a-currént basis. Financial
7 Wﬂi‘dm‘ mﬂnforw.'im:ndlmmdudegms(losju)ofussm .
mdlﬁuent

2 periods.fof Te tlnnfor-ﬁnanual
lepomngpurposu ’I‘bebeneﬁtsofnetopeuunglossmdmmt-
are recognized to the extent the

_”beneﬁmmlmdmmmm:ofmmgde&mdumdm
1989 and 1988, goodwill comprised $277,064,000-and $286,651,000, '

" SecNote 9, surars
(n)Netlosspushue—Losspercommonmdwmmoneqmva
lent share for 1989, 1988 and 1987 was computed using 40,030,000,
39,308,000 and 38,963,000 weighted average common shares
outstanding during the year, respectively. Preferred stock dividend
requirements and amortization of discount on preferred stock for
1989, 1988 and 1987 of $23,260,000, $23,635,000, and $24,121,000,
respectively, were added to net loss for this computation.
Although certain preferred stock, warrants and stock options are
considered common equivalent shares, they were not included in
the computation since their inclusion would be antidilutive.
Similarly, fully diluted loss per share is the same as primary loss
per share since the assumed conversion of certain preferred stock
and convertible debentures would be antidilutive. -
(o) Statement of cash flows-As of December 31, 1988, the
Company adopted Statement of Financial Accounting Standards
(“SFAS™) No. 95, “Statement of Cash Flows,” which requires a



"’ Restatement.of prior yyears*

statement of cash flows in place of a statement of changes in
financial position- for. fiscal -years :ending after July 15,-1988;
*financial staterhents dsmot-mandsy’

'+ tory; tnuotdmgly,aconsohdntedshtunentofdnng&mﬁnmdd
position has been provided ﬁrﬂleyurndedbmbusl. 1987.:
Cash equivalents consist of short-term;-highly liquid investments
whnchareteadllyconvemblemmashandhaveongmalmmn
ties of three months or less.

(p) Reclassifications-Certain redlassifications have been made
in the financial statements. fox pnot yemm mnform to the

1989 presentation. - - - - -

-r-..-:.!-,_. . e g

Note 4=-Long-TormDebt -+ 1 isrmymdiru itz s e

Long-term debt:(aet-of- mdebtedneu,pgyable £o Aﬂ'xlmes)
- at December :31;- amrmd iQBQ;u nm;nmzedau foﬂm

bt e wﬁ%"mﬁy«w

waauz.smms.m-namon i
Nmm&mh”l”‘nm_r-

Senior Unsecured Indebtedness: - .. .a_’,“,q,qh-:_

)-| » .,_,\. ,,.,,m I\..-r'- o uﬂl
SmmNom,leu.m(E)\* 19900 1993

payable to 1991 (c ' 3068
Notes payable, 8% to ls.su.p.yablmzoos(h) " 328724
Floating Rate Notes, LIBOR pius 1 75%.
payableto1996(c) ........... .......... 38,106 38,106
Subordinated Indebtedness: . :
Convertible Subordinated Debenmlu, 3.5%,
payablewo1992(i) ..................... 12,120 11,42
Subordinated debentures, 5.5% and 11%,
payableto 1996() ..................... 12,627 19,547
Subordinated obligation to People Express
claimants, 15.75%, payable t0 1999 (k) ....... 5,000 5,000
1,838,175 1,828,627
Less: Current maturities . .. .................. (124,158)  (125,423)

TotalContinental . ..................... . $ 1714020 § 1,703,204

plus 1.3% 0 1.73%, payable through 2002(s) < -ees 173208 . 3. mma

Eastern 1989 1988
Senior Secured Indebtedness: . : .
Trust Certificates, 11.75%, 127% . | .
mdmmpq-blewmt....'...'..'."-s' 53765 $ 457,763
'Sewnd!’mmySemqumpmentNm -
. 172%%,due1993(l) ...........co....... 200,000 - 200,000
- Secured Equipment Certificates, 11.480%, . -
due2002 .......iiiiie i 188,000 188,000
Promissory Notes, 8% to 10.06%,
payable to1996(m) .....:............... 200,879 193,946
Installment and Other Purchase Obligations,
8.625% to 17.25%, payable through 2002 (n) . . . 120,207 154,675
Subordinated Indebtedness: .
Manufactarers Subordinated Notes, prime .
m.mmmwm@) 9124 84,016
Hnuhmmwnmammamm A
13.23%, due through 1998 () R, 151,675 147247
-doe1993(q)e)-. .. ... ...t ieeaedaneens - :-1035% - 9916
- Convestible Subordinated St e g .
" 24,46
9,318
135,522
' 2541

. JDnﬂodeﬁnlt
Pnpeuuonmnduddm&ﬁnahd
hbihnu&ub)eamﬂnpmnkooeedmp ! )

AL LR R

(s) The LIBOR rates related to this debt were 8.5625% and 9.4375% at
December 31, 1989 and 1988, respectively.

(b) These notes bore interest from August 18, 1988 to November 30,
1988 at the rate of 16% per annum. An additional 50 basis points was
added to the stated interest rate of these notes from November 16
through December 5, 1988, in accordance with the terms of a regis-
tration rights agreement relating to the notes. On December 1, 1989,
the interest rate was reset for a one-year period to 17.75% per annum
which, pursuant to the terms of the notes, was the interest rate the
notes should bear in order to have a market value of 101% of the
principal amount thereof. Notwithstanding the foregoing, the

- interest rate on these notes shall not be less than 16% per annum nor
greater than 20% per annum. The notes mature December 1, 1990,
except that Texas Air may, at its sole option, extend the maturity of
all or part of the notes for successive one-year periods with the final

maturity date ending on August 15, 1993.



(c) As of December 31, 1989 and 1968, the prime rate associated with

:this indebtedness a 10.5% .at ‘each .date, while-the
LIBOR rate for the companblefdm nppmnmanedm and. "
9.3%, regpectively. .. Y

(d) Texas Air has gmudmmmspmmly $41,939,000
principal amount of these notes, plus interest, which notes are
secured by two DC-9-80 aircraft and two 737-200 aircraft acquired by
Continental and New York Air in 1986. In January 1990, the guaran-
ties related to the two 737-200 aircraft were cancelled in conjunction
with sale/leaseback transactions.

(¢) Warrants to purchase 5,100,000 shares of Continental’'s common
stock at $8.50 per share were issued in connection with these notes.
Mmhmmudmdmyndmpummdmammdby
certain Continental leasehold interests. These notes are net of
unamortized discount at December 31, 1989 and 1988 of $2,895,000
and $3,345,000, respectively. As a result of Texas Air’s acquisition of
the minority interest in Continental, the warrants, when exercised,

- -mmmndyexuunbhionppmﬂely Msoo.ooommh

© = _‘SeeNotel2.-. .
- (f) anaﬂymmpmnmﬁwmmmm

(n) These obligations are inclusive of unamortized premium of $615,000
. at-both December 31, 1989 and 1988. The effective interest rate of
" - this debt after revalustion was 14.95%.
(o) me&mwmmmof&udebtnngedﬁomHMmB%u
-both December 31, 1989 and 1988.
@)Mmﬂmnetofmomnddnmntoftﬂ,ﬂ”&md
$24,165,000 at December 31, 1989 and 1988, respectively. The effec-
tive interest rate of this debt after revaluation was 16.83%. The
mmutmelssub)ectwupwudordownwud adjustments based
on Eastern's profit margin for each year. For 1989, approximately
$75,500,000 was subject to an adjustment of plus or minus 1.25%
* and approximately $95,900,000 was subject to an adjustment of plus
. .:20% orminus 25%. -
(q) These.debenturesare convertible into approximately $183.82 of cash
and 4.41 depositary preferred shares representing Eastern's 11.36%
.. Preferred. (the “Depositary Preferred Shares”) for each $1,000
principal amount. of debentures. These debentures are net of
mmmneddmuntofsz.ms,ooommcmnbmbesl
19s9md1988.:upemvely 'Ihee&'ecuvemuestmeofdnsdebt
" aftes fevalustion was 14510

1988, respectively, $134,000,000 and $42,000,000 of the face value of (:)Dumkm%&:pwllmmgﬁ:mnmmkmmofﬁu
these notes were retired. These notes are net of unamortized ‘débt cannot be exercised.
discount at December 31, 1989 and 1988 of ‘$13,304,000 and ° (s) “These debentiires are convertible into $125.00 of cash and 3 Deposi-
$15,204,000, . In October 1989, Texas Air sold $60,400,000 . -~ tary Preferred-Shares for-each $1,000 principsl amount of debentures.
_ of these debt instruments that it held (which, forfinaricial . "These debentures are net.of unamortized discount of $4,460,000 and .
mporﬁngpu:posuhdbeenelmmmﬂin eonsoh&gon)wdm@ g -_;-ss,&amomnemhusl. :1989.and 1988, respectively. The effec-
parties for net proceeds of s} $59,600,000.7 5 s < 5 v afive intevest rite of this debt after sevaluation was 15%. . ..
(g) ’I‘hudebtq:mnnnmuduedmn allowed:claims under the . (t) Mdebenmummnvunblcmmwmwdysm.&ofush

~‘Continental plan of reorgiinizition‘and is'guarantied by Texas Air, -
~along with the related sccruéd intesest, in accordance with such plan. -
(h)lnMnd:1987.'Comnenﬂ?iauedmﬁepubhc$lumo.owd
. 11%4% Senior Notes due"1997 which are by Texas Air.
... These notes are net of unsmortized discount atDewnherﬂ,l”D
" and 1988 of $44,251,000 and $45,380,000, respectively. "= 7
(') 'Ihuedebenmmconm\ible”m
++~0f Texad Al Omion ek and dppe

m1mmmﬁmmnmmmmmwmm

mlhaedebummosdmomdd:mtm
5 ber31;1989and 1988, of $1,296,000.and $1:947,000,
.(j) Mdebenmmmnetofumomddmntabmhu}l.
.~ 1989 and 1988 of $1,620,000 and $1,892,000, respectively...;s ¢
(k) Conmnlngxwd&omﬂn:obbpﬂonpummttoﬁemﬂr
mtdmhwwhoplcﬂxp&bmghtuﬂuﬁc
securities laws relating to daims srising before the
Peoplekpmsby‘lhﬁhﬂnm 1990, Continental agreed to

of .

Aegmd: 9$8Depuu:r*”he&ned Shares for-each $1,000 principal
mountqf,debenum.‘l'huedebenmumnetofnnmomud

_aucount of”.m and $10;120,000 at December 31,1989 and
e mpecnvdy.‘lheeﬂ'ecuvemwmmofdmdebnfurmdu

: 'ation was 16.56%.
(u) Mdcbenmmmmuﬁblemmlppmmaﬁdysm.&ofash
- »4iill-9.38 Depositary Preferred Shares for each $1,000 principal
ot {0f ddebentures. These debentures are net-of unamortized
5 “discount 6f:$13;058,000 and $14,449,000 at December 31, 1989 and
ﬂﬁmﬂﬂhﬁmmtnteof&udcbu&umﬂr
m ‘ ".':':- Y. e
(v) Thue&ebenmueeoumﬁblem mnofmh
- and. lLMDepouqure&mdShmﬁoruchSmOOpmapal
.. amount of debentures. These debentures are net of unamortized
" 'discount of $3,436,000 and $3,567,000 at December 31, 1989 and
wmpemvdy Theeﬂ'ecnvemmnﬁeoﬂhsdebnftetmalu-
mnvu 13.93%. E

pu:dmeﬁnobhgamphumedmmﬁomdmofmfor -

approximately $4,400,000, subject to court approval. -
Texas Air agreed to guananty up to two years of interest on these
notes, for which guaranty Eastern agreed to provide partial security
and to pay Texas Air a guaranty fee at the annual rate of 2% of the
uncollateralized portion of the guaranty and .5% of the collateralized
portion. In March 1988, Eastern deposited $40,000,000 with Texas
Air as partial security for the guaranty, which amount will be returned
to Eastern with accrued interest if the guaranty is not utilized.
Pursuant to such guaranty, Texas Air paid on behalf of Eastern
$17,250,000 on each of September 1, 1989 and March 1, 1990 for
Eastern's semiannual interest payments, which payments were offset
against the $40,000,000 deposit.
(m) These notes are net of unamortized discount of $12,632,000 and
$19,566,000, at December 31, 1989 and 1988, respectively. The effec-
tive interest rate of this debt after revaluation was 15.2%.

)

Certain of Texas Au"s indentures contain covenants requiring
maintenance, on a consolidated basis, of 2 defined level of tangible
net equity. Due to the substantial losses recorded during 1989
and 1988, Texas Air failed to meet such maintenance requirements
in late 1988 and was required to redeem approximately
$61,600,000 of indebtedness during 1989 and January 1990. During
December 1989 and the first quarter of 1990, Texas Air purchased
in open market transactions approximately $158,400,000 of its



_ public debt securities, thereby-satisfying .all mandatory redemp-
... tion requirements associated with saidisecurities-which might be
** " required during 1990 and, in somicicases int7299T mﬂﬂ”z‘ln
. addition, certain‘indentureés of Texss Air contdin restrictions-on’
the payment of dividends by Texas l\xi"ﬁnsumt t:o'wludl the
Companyhasnotpuddmdendsonthmeofmfour
issues since the third quarter of 1988. Texas Air has not paid a
dividend on its common stock since the second quarter of 1983.
Certain of Continental’s debt agreements contain certain
restrictive provisions relating to.payments of dividends aad
maintenance of a.minimum -consolidated net worth. According
to the terms of certain debt agreements, as of December 31, 1989,
Oonnnenulw unable'to paydmdendsm mmmmommck or.

* Priof Uo&stem‘s ﬁliing‘for Clnpter‘l’lfeozgamnuon certain

'+ of Eastern's *mongags ‘and “indentures i ‘certdin restric-
i+ stions On"the paymeént o 'ﬂ'"v"aenai ina*ptovnaed‘%r the -
..mlmwmnoenf certains Jevels of net:s and

collaml.Asuesultofﬁlednpmhﬁlmg.i’as is in default

" under the terms of substantially all of its. loanmﬂ,leseagme

‘ments, notes, debentures.and mdenmnes, however, such defaults

" will be cured -or:waived -before .or eonmmnt«wndﬂhe-eﬁecuve
. dateofa plan of mxganmmmﬁeech.uuw:u,w e
: Cunenﬂy, ‘Eastern'i ‘making'principal ‘and mﬁetutpnymenu
postpetition-ant "on*certain“prepétition-debt “pursuant-to -

Secnon 1110 of the Code. Nooﬁupm%mmmmny be .

paid ‘without thé 1pprov£! oﬂhe- ankra "*Gﬁutt.'&sm
accrued 'interest on its. Dnse obligafior “'Lﬂ?ﬂgi‘however, :
dmw&eunmmmhungwa’ﬁnﬁﬂnnd anizai :

Fasmcusedmnngmwut_onunummdobhgauonse&n-
tive January 1990. Se¢ Note2. . -
Conmulhsagreedm&&cseﬂudmmm

generally on a long-term netrentbasxs,whuebyd)eoompames

. pa ynxes,mnntenanoemdoermnothero

sl pemmgexpenses ‘
__ At December 31, lm,&escheduledfumlcmmumbse'
'paymentsunduupmlhssmdd:eschedﬂedfnmmmnm

‘lease rental-payments, net ofsubleases, required under openating
leases that have initial or remaining noncancellable lease terms in
excess of one year and operating leases of aircraft are as follows
(in thousands)

C o . Capital * 9""‘3“"”

Year Ended December 31,
T1990 LTS 208617 S 453327 $ 352494
i - ; eenaiaa.. 192753 0 445TI1 33941
TOU183,219 YU 438928 T 327,364
oSee 170356 42482 324,551
wved.in 199815 . 374,185 . 320,384
775.466 2.429.182- 2,533,699

el ﬁﬁl xpénise for all operating leases, net of sublease

.rentals, was 3738,796,000, $662,749,000 and $530,041,000 in 1989,

purchased by.Continentalin:1987.to.prepay.in June 1990 approxi- . - ;19883nd 1987, sespectively. The shove minimum rental payments
mately $54,000,000 in secured debt mnmad-m mnnecuon'wxdl -and total rental expense do not include landing fees. -

such purchase. ‘Continental has-reached-ajp
with an-unrelated
through a salelluseback transaction stubject’

Scheduled maturities of long-term debt of Texas Air and its
subsidiaries (excluding Eastern) reflected in"the consolidated
bdamesheetasoEDecemberBl w.duem&ewuneofthe
next five ycars, ‘aré approxlmately $250,082,000 in 1990,
$133,343,000 in 1991, $375,170,000 in 1992, $334,013,000 in 1993
and $181,604,000 in 1994. As a result of the uncertainties relating
to a final plan of reorganization, future minimum repayments of
Eastern’s long-term debt have not been presented.

A substantial portion of the subsidiaries’ assets are subject to
various chattel mortgages and trust agreements securing indebt-
edness of those subsidiaries.

Note 5-Leases

The companies lease certain aircraft and other assets under
long-term leasing arrangements which are recorded as capital
leases. Additionally, the companies lease, or have constructed as
leasehold improvements on leased real property, facilities
including alrport and terminal facilities, sales offices, maintenance
facilities, training centers and general offices. These leases are

.agreement .
muﬁnmtbemmftmngmdndebt _ mmﬁﬂwhm -iatiged from six :to. ten years..
to certain conditions.

aDufing 1989,'Continental sold and leased back 21 aircraft. The
-These trans-

lchonsgmmwd approximately $252,000,000 in cash, of which
$115,000,000 was- used to retire existing debt on the aircraft, and
resilted in deferred gains of approximately $147,ooo,ooo. During
1989mdgarly1990,00nnnenulagned to lease certain terminal
~improvements and flight kitchens in Houston, Newark and
Cleveland, Such facilities were financed with the proceeds from
the issuance of approximately $127,000,000 of tax-exempt indus-
‘trial revenue bonds issued by governmental agencies. Continental
has agreed to fund the principal and interest payments related to
such bonds through long-term lease agreements. In March 1990,
Continental agreed to lease from an unrelated third party, on a
long-term basis, one B747-200 aircraft, which is scheduled for
delivery in the second quarter of 1990. Continental has agreed to
enter into a 20 year lease at Denver's new airport, which is sched-
uled for completion in 1993. Continental expects that its cost of
operatjons at Denver will increase as a result of the relocation to
the new airport.

The Dade County Aviation Department, which operates Miami
International Airport, has asserted that Eastern's long-term lease
at the airport for certain terminal facilities expired March 11, 1989.
Eastern believes that its leasehold interest extends through March
1998 and that its leasehold interest is subject to the protection of
the Bankruptcy Court. '




Future minimum lease paymeats under upml leases on nine

aircraft with principal amounts.aggregating $114,946,000 and
' future sminimum‘lease-payments<oin7] Sditcraft under

leases :aggregating .$111;395,000-arc.guarantied by Texas Anr.'

’I'exasAuhsalsopmvndedhdmpdeﬁuency 20
guamntnesrehtedtothrecaddmomlDCﬁ-wumftleasedhy
New York Air in 1984 under long-term operating leases and two
B737-300 aircraft purchased by Texas Air in 1986. The guaranties
provide that the manufacturers will pay up to a specified amount
‘of any loss in the event of a default because of 2 shortfall in the
value of the aircraft upon a disposition of the aircraft following
defaule. Texas Air believes that.currently the value-of each aircraft
ugtutetdnnmyamountsﬂutmy.bepayablemthelendus
andlessorsmﬁemtofade&ult.w:.t:* T

e "-T' ‘r wH. LR Yyt

T

mpecuvd' y,ofl‘asm'sml’uue"

1paung Noncumulstive Convertible Preferred Stock (the “20%
Participating Preferred”) ‘with.a:boak ‘value. of :$8,545,000 -and

$8,547,000 and .a :liquidation" preference 0f:$206,594,000 and * ..

. $206,639,000, :respectively. :The:20% Participating Preferred ;was .

- issued:

. “trust strangements:TTlicse-shares dreventitled to s :

. preference subordinate tonther seriesof Eastern's pi
.(othet than the 11;36% Preferred, to-which it is:senior), with liqui-

.dation seduced by*the amount of any. dmdends'pnd

shod:_

pursuant :to Eastern’s 1984 ‘Wage Investment - ngnm*to
~employees” trusts ‘(withi-the-excepfionsof-issuances- tom:_:.'-}
pilots). with-distribution.and .other terms;subject to.the various . .

preference .
thereon and ‘proportionately:rediiced-for any further conversion- -

of these preferred shares. Dividends on this serics, a3 on all other

sesies, are payable only'when,_as,lnd»;f dedlared by the:Board.of -
ron-this-sefies; all”
dividends .and. nnlnngﬁmd-ptymennfhhen medmdne on. -

Directors.- Before ‘dividenids ‘may-ibe-paid
Eastern’s other

préferreil seficd 3 e
may be paid only to thé extent of 209 of&smsaetmcome, as "

defined, subject .to a:maximum:annual -dividend -of '$8.6667. per
sham.AsamultoansChapﬂullnommhon,p

of ds on thisissue is subject to 4py by the Banknyp e "(d)'l’ s Air guaranties, on 2 subordinated basis, the payment of

Court. For a-discussion-with:respect to a new issue of
stocktl’nthasbeenpmposedtobelssuedtoﬁuﬁunp:d’umd
stockholders, see Note 7. :

Asproposed,Eastem'sxevxsedmrgmmuonphnpmdesdut
holders of the 20% Participating Preferred would receive 2 new
series of preferred stock with a liquidation value equal to 5% of
the liquidation value of the stock currently outstanding (approxi-
mately $10,300,000), a 10% annual dividend rate after a two-year
grace period with annual redemptions of 10% in each of years 11
through 20. See Note 2.

Note 7-Preferred Stock

The Company has authorized 15,000,000 shares of preferred stock,
$.10 par. The unissued shares may be issued as either redeemable
or nonredeemable. Texas Air’s outstanding preferred stock ranks
junior to all existing and future indebtedness of Texas Air and
senior to the common stock. Certain indentures of Texas Air
contain restrictions on the payment of dividends by Texas Air,
pursuant to which the Company has not paid dividends on its

47

preferred issues (with the exception of the 15% $20 Cumulative
Preferred Stock, on which stock dividend.payments have been

* ‘made) since the third xuarter of:1988.-Accordingly,-as of .

Demmbusl,im,l'ens Auhadnpprbnmnmlyszim,moof )
dmdendsonltsptdenedswd:mm : -

*Redeemable Preferred Stock. As of December 31, 1989,d1efollowmg
series of redeemable preferred stock were outstanding:

Liquidation Annual
Shares Amount  Preference Dividends
Series Ousstanding ($000)  _($000)(c) !Fuhmm
Texas Air:
15%$20.00 Comulative L : .
Prefesred ........... 19363a)$ 386 $ 387 $3.00
Prefered (). ... . S11G) 2996 31208 08
-Pleﬁled(b) cieas 5,633 48,637 - 36348 120 °
$2.72 Camulative - N R L .
Pnfened(c) 2."09.530 .43.991 - 6,208 2n -
* Preferred(c)...... .- S,GW.UD : 109,219 121,266 324
$3:12 Cumulstivi . ..
- W(d sloared .. Py i 3-12 .
..11.36% Cumulative Lo
“,,B:e&md (ch) 284

dnecim il oz

uemet«bﬂhnu\n‘smenhup.@w for pary

| z(lsnedmableummofrmm;nm orin pummyume

;8¢ $10 per share plus sccumtlated and unpaid dividends.
(c)RedeumbleatBuumsopuonltmyumeonsodlyl ‘notice at
ndqphmpuﬁenm(whduqudblmuhﬁonpuﬁu&)plm_
meiandunpuddmdends"l‘hesznmmuhhve
$3.24Cumnhnvel’re&mdnnkmpmtymdmumormalloﬁu

- "*’”chnu nd ‘series of Eaytern's stock: with respect to payment-of .

;Imdendsmdl:qmdlno n preference. During 1989 and 1988, respec-

-ﬁvdy.immed1,4so.168md&5.329m of its redéemable

isprefeed istock;: primarily:asdividends in:kind (net of 33,318 and

'--s-IMandw'kxum).AumdtofEmnsOu]mru

:payment .of dividends on these issues is subject.to

by the Bankruptcy Court. In the first quarter of 1990, Eastern
not dedare dividends on these series.

dividends, redemption preference and liquidation preference.
i Pnnunnt to such guaranties, Texas Air made dividend payments

: $20,063,000 and $6,688,000 during 1989 and the first
quarter of 1990, respectively.

(c) The carrying value of these series is being accreted to the liquidation
value on the interest method over the periods the series are expected
to be outstanding.

(f) Annual dividend requirements of $0.65, $120 and $2.84 (per share)
are associated with depositary preferred shares, each depositary
prefesred share representing 1/1000th (in the case of the 6.50% and
- 12% series) and 1/100th (in the case of the 11.36% series) of a share of
the underlying preferred stock.



Holders of the Eastern preferred issues are entitled to vote (only

npon certain matters presented to a-vote of Eastem stockholders),
induding:the ‘right to-elect-directors-if dividerids aren ariears -

equal to six full dividends: Holders of the 6.50%

itary Preferred Stock (“6.50% Preferred’”) and ‘12%: ‘Cumulative

Junior Preferred ‘Stock' (**12% Preferted”)-sre entitled ‘to
one-twentieth and one-twelfth of a vote per share, respectively,

voting together with the common stock as a single class, gener- -

4lly on all matters presented to a vote of stockholders. If dividends
on .the 6.50% Preferred and 12% Preferred are in arrears inan
aggregate amount equal to.six full quarterly dividends, the holders
of the issues may elect two additional directors (but not
- -any.other directors) to be added to Texas Air's Board of Directors.

‘Scheduled sinking fund requirements as of December’31, 1989

. ** Jorthe nmﬁveyursforthefourmuof&sm,xeﬂgemable‘
.~ preferred stock -are $7,996,000 -in -each-of 1990. ‘and: 1991;:and -
.331,881,000m each of 1992,'1993.and 1994, The:6.50% Preferred-is-:

: .shares ‘issued

- each of the years
" ' "2011:with the balance being.

zmssmd:d:ebalmoebemgmdeemedmzoo? o o

-Eastern has had discussions with-the' Pnc&md'. g

“Comaitee relating to nphnnfmxgnnmonnhumddpmnde e

.that 4 new series of snod:wnhl‘:hqmdmonwaluapf--
334.900.000would”beusued for:llmsuiig- ',' feferredd -
.sw |_mnm" - D ‘ E .. ...'.-...L
b;ecttoTausMsgumntybdefd’énd' snts, Tedem]
., o0 pdce and liquidation peefeizoct: whei do .' Tesas A hus

- l'nsuem filed for pmtecuon under

__’.r'g-;_mmnghuﬁhnmg&s&nmggm&mq;ﬁ sie2 mwmm s AL
. 'Eastem’is. md\ﬂ:erfgnadsmoldu‘qqmmm £ 7The Company hs 0 ; Option i in
:s.,g:mqumwthis:p:pm.bumowp hed. ?mmmdhyanployeu ‘which include pxpv:s:ons formoenuve

redeemed in 2012, 'I'heh%'ﬁﬂ'eued";‘.
" is.required.to be redeemed at the rate of 10% of the, number.of

shares originally issued during :each of the.years 4.998:dmugh..-
o&mfﬁ:rvnhnewallswckholdm ‘Under the Rights Plan, each

Note 8~-Common Stock
At:December 31, 1989, 14.885,0833!1&5 of common ‘stock were
reserved -as*follows: 2,563,205 shares.for issuance upon-

shares for issuance upon conversion of preferred stock; 1,020,000
shares for issuance upon conversion of Series C preferred stock;
-and 6,281,878 shares for issuance upon exercise of warrants
and options.

Each share of Class A common stock (all of which is owned by
Jet Capital Corporation (“Jet Capital”)) entitles the holder thereof
to-ten votes on all matters submitted to the vote of shareholders,

except with respect to the election of one-fourth of Texas Air’s -

Board of Directors, and the right to participate in most dividends
‘on common stock-as if each such share had been converted into

" :one-half of a share of common stock immediately prior to the

~gecord «date for ;such:dividend. Each share-of Class .A-common

0. be redeemedat the rate of.lmansﬂn.:nmibetmiw ,swdmcomuﬁble,at:theopnonofdneholdet,mmone-hlfoh

“sharé of common stock. -
~Pufing” lmdleBoudofDnecm: ofTeusAlradopmda
‘Stockholder Rights Plan (the “Rights: Plan") designed to protect
__the.mmem ofm*m:kholdexs from :stock :accumulations ‘and
.control- of the-Company without an

stockholder:at the lose :of business on June 29, 1988 received a
sdividend distribution of one right for each share of common stock
“held and.one-h:lfnghtﬁor elch slmexef Class A common stock

price of $60,
adjustment. Thé rights. are redeemable by Texas Air

“piibjeetitor
undememmoondmonutapmom o1 perughtandexpueon

Junior Preféred Stock (the “6%% mfma")uumwm ook Option Plan-(thé “1979Plan") pmaes for the issusnce of

common stock at the ‘ratio of two-thirds of a-share:of conimon’
stock for each share of 634% Preferred, sibject to adjustment: The
634% Preferred has an aggregate lxqmdanon preference of
$150,000,000, is entitled to cumulative cash dividends of $1.6875
per share per anoum and'is redeemable at the option of Texas Air
at specified redemption prices dedlining to-$25 per share on or
after July 15, 1996, plus accumulated nnpaid dividends. Except as
required by law, the holders of the 634% Preferred are not entitled
to vote except as a class with respect to certain matters relating to
such class or in the event that dividends on the 634% Preferred are
in arrears in an amount equal to six full quarterly dividends; in
such case, holders of the series, voting as a class, may elect two
additional members of Texas Air’s Board of Directors.

~up:to* 6;000,000-shares at prices:as much .as 50% below market
. value. As of December 31, 1989, there were options outstanding
-under this plan for 3,797,221 shares, of which options for 1,985,691
. shares-were exercisable. No stock

appreciation rights have been
gmmd.On December 7, 1987, Texas Air, with l:heagreementof
the option holders, terminated 1,518,900 options with an exercise
price in excess of $9.25 and reissued those options with an
exercise price of $9.25. Of options granted under the 1979 Plan,
2,309,000 shares (at prices ranging from $9.25 to $12.875) are
subject to the optionee, upon full vesting and exercise of the
options, receiving a bonus equal to one-half of the exercise price.
Of these options, 10,000 shares were purchased by the Company
in 1989, leaving a balance of 2,299,000 shares subject to the bonus.
The receipt of the bonus is subject to the fulfillment of certain
conditions, including continuity of employment. On February 8,
1990, the Texas Air Board of Directors approved the granting of
options to purchase 902,000 shares with an exercise price of $6.00
per share and an additional 505,585 shares with an exercise price

sion of .convertible subordinated debt; 1,020,000 shares for -
usumuponmnmonomeAoommonswck,-i,mo,OOO'

: ymdmshmuof:ncwdmof;unmpuhapaungpxefmed '
: -stock-or-common.stock of Texas Air at an exercise
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: compmble opuons at.lnglm hym ionho
o e el g i r-&-r’ Y
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Outstanding, December 31,1966 . . . . 1,728.570 $21.10
Grnoted .................... 3,230,229 10.84
i (88,100) 645
(1,664,000) 44

e m.suo)* -@.,‘,, Tmn =

TR pdtionia sty fequires profitable members of the Texas Air Group to compen-
” : -ute-other membersmhen -lesses hme been uuhzed -in

..... -.-..--_r-.;-..,z., !

- g e -l--ﬂ-'-"-

pnces tangmg from 32 OOto 331 Sl per. slmc‘lt nmot an

‘aw’“ﬂl )
. ‘_—_‘.' s

ltheng'htmudnnge.genmﬂyma OUt, year
portion .of the merger con Mved‘ b.qhe i

Express merger for .13445 of & share of Texas Aif common stock

e My

. per unit of common shmmugeroonsndeuﬂonwhlchhad been -
. .1]934&“99: -

received for each People Express common:share
certain managing officers ofPeoplcExpmswetegwen right
toexdmgethurmugerconmdenuonmthememwnndet
the 1986 Texas Air Stock Plan for People Express
Managing Officers. Exchanges under these plans were made in
1989, 1988 and 1987 pursuant to which participants received
243,498, 328,355 and 68,020 shares of Texas Air common stock,
respectively. The balance of the exchange rights under these plans
terminated in 1989.

Also in connection with the People Express merger, Texas Air
adopted the Special Option Plan for People Express Managing
Officers, whereby participants were granted stock options to
purchase shares of Texas Air common stock at the price of $1.00
per share. During.1989, 24,630 shares were issued and at
December 31, 1989, 5,844 shares were exercisable under this plan.
No further grants are anticipated under this plan.

During 1989, upon recommendation by Texas Air management,
the 1989 Stock Option Plan for Nonemployee Directors (the

“Directors’ Plan") was adopﬁed The Du'ectoxs Plan pmwdes for

! The t:ubmngagmunenns sub;ect mm byﬂle Bankmptcy
toEastern.”: woleed

.. Putsuant to the terms .of the merger agreements ivxth |
" Connnental. New "York.Air, Ensu:m, £CS, AnmmonSpmm.
,.;-Z'Jnc.and Peopleﬁxpmu,opuom

.@mpamu spod:_.purchasemswdmpnon N respectively. Dpe totlosses ge

sodeesfies
"‘a -;Hmhnmemui)emhuﬁl?@ﬂ.ﬂ%ﬂnﬁm

: of$6.00perslme whxchgnmsmsub]ectm:d_:e:umderof thegnntofopuonsnonomployeedmcmrs subject to certain

<onditions,at-a-price per:share équal 10:100% of the fair market

°I| IE i FELCRS

-option'is granted. “Ihew-numbetofshuu*;vhxdlmybe '
mmm medpummmﬂ:emecms'nmuaoo.ooo,mbpumm

adjustments. Options to purchase 225,000 shares at an exercise
price of $12.50 per share were granted in 1989, which options vest
over five years.

TmsAuﬁlesaoonsohdatendnlmoomeuxreﬂ:mmthm
domestic subsidiaries. Texas Air.has entered into a tax -
- agreemerit with 'its-affiliates {(the “Texas: Air-Group”) -which

Comwxhcmm SEBE
+ Thep ',(medxt;,for ‘income-taxcs represents state ‘taxes
of-$646,000. t(moeo)ud,smmom 1989, m and . 1987. .

i asoﬂ)eeemlieﬂl.dm«m _
i ior;}hlsmr'ucqmnomof&sm; .

S mﬁme GGt _
ha'heNOIrnnleCunyforwudsas of Dmmbet,%l, 1989 are
compnsed of the: followmg (in thousands): -

B +NOL Carryforwards
Financal  TaxRetumn mc
Purposes  Purposes  Carryforwards
Amounts induded in Texas Air
consolidated tax return,
not subject to separate company
limitations(a) .............. $1,424,000  $1,221,000 $ 36,000
Amounts subject to separate
company limitations (b):
Continental ............... 441,000 449,000 19,000
New YorkAir.............. - 63,000 3,000
Eastern. .................. 731,000 731,000 97,000

(a) At December 31, 1989, consolidated NOL carryforwards, which
expire 1998-2004, are available to reduce future years’ income for

e arethe -

. m»ﬁm M.?..'.Z' -

'Expteu""lnd ﬂxé'mmnty interestyin‘Gontinentaland .



financial statement and uxmmpmposa.mdﬂ'Cmyforwuds.
.-which 1993-2002, are available to reduce future tax liability. .

expire ’
'(l:) “The NQL and/or TTC carryforwards of Continentil; New YotkAu :

;nd&manbcnsedmrednuthempecmempny‘s.ﬁ:m

the extent attributable to the company income of each
company. ﬂwbeneftsofmnyiorwa:dsunhzedmﬁ:mrepmods
related to (i) the separate company income and liability of each
company, excluding New York Air and Continental, and (i) approx-
imately 30% of the separate company income and liability of New
York Air and Continental will be recorded for ‘financial ‘statemeént
' purposes as a-reduction of property or goodwill as required under
the purchase:method of accounting until adoption.of the new
.PimnudAmuunungSundudsBmxdmntdlmudbdow
BFT N R
ln Decembu 1987,‘the mecnl Accounting SmdndsBomd
issued SFAS No.:

~+No.-103*Accbuinting fordncome Taxes-Deferral ofithe Effective
. Date-of FASB Statement No. 96" to allow for possible amend-

ments to simplify SFAS No. %.TmsaAmsreqmredmadoptdle
... new: statement by "1992, .although- earlier implementation s

permnitted. "exas Air-does not plin early adoption-at ‘this time;

M

" :ment, lhdudmgmhetlmtowetmacuvdymmpm periods-or
record a cumiilative citch-up adj

. cannotbe:defermined since/the staternentiiss tochange:If -
the statement -is -adopted by Texas :Air:in:its corrent form, -the
nxbeueﬁnofNOLanleCm:yforwudsgmmmdpmrm
Texas Air's ition 6f Continental, New York Air and Eastern

“The Internal Rcvenue Service {(“IRS") has' examined the

Company’s federal income tax returns through 1981. In-addition,

the IRS has examined Eastern’s and Continental’s federal:income -.

tax returns :through*1983 ‘and :1982,: respectively. As-a-sesult of

those examinations, all materiil issues raised by the IRS‘havebeen

uusﬁcmnlymolvedbytheCompmy Easnem.Conunenuhnd
the IRS. .

Note 10~Related Party Transactions

The following is a summary of material related party transactions
that are not eliminated in the consolidated financial statements
which have occurred during 1989 and 1988 other than those
discussed elsewhere in the notes to consolidated financial
statements. :

As of December 31, 1989 and 1988, Texas Air and its subsidi-
aries had loans outstanding to certain executive officers and
employees of Texas Air and its subsidiaries totaling approximately
$3,527,000 and $2,182,000, respectively. Of such amounts,
$1,544,000 and $250,000 as of December 31, 1989 and 1988, respec-
tively, were related to the purchase of Texas Air common stock
and have been reflected as a reduction of additional paid-in
capital. Deferred compensation aggregating $6,434,000 as of
December 31, 1987, which related to the forgiveness of certain

\

‘Accounting for Incomé Taxes.” In December -
1989, the-effective date-of ‘this statement was:amended:bySFAS - -

Air to Jet
justment: - ~and*$144,000, respectivély. Beginning onFebruary 1, 1989,

... The effect that: :d@hon*pfﬁl‘ASNo.@ﬁmﬂHme son Texas f-m_:jet Ggml ngrud at'Texas Air's g

Alr‘s consolidated: finanéial position: mdmﬂumfopmhons w3

in the year of adoption.™

indebtedness of People Express employees incurred in connec-

tion -with the purchase of common stock, was credited to

additional paid-in capital with an offsetting redhiction charged to
. stockholders’. equity. Such amount was expensed during 1988.

| -.mhhﬁqhﬁmammmd"mwm'm - ‘The long+term portion of the remaining outstanding loans at

December 31, 1989 and 1988 has been classified as an other asset.
The loans principally bear interest between 3% and 11% per
annum or are non-interest-bearing and are principally payable on
demand or require annual principal payments plus accrued interest
for a period not exceeding seven years from date of issuance. In
addition, during the first quarter of 1990, Texas Air made loans
aggregating approximately $226,750 to certain members of its
Board of Directors. During 1989 and 1988, Texas Air guarantied
loans of certain executive officers of Texas Air or.its subsidiaries

in amounts aggregating approximately $575,000 in ench year. All .

of these guaranties expired in 1989.
Prior“to April 1, 1989, certain officers -of Jet Capital who

-..performedsemcu for Texas Air were treated as Texas Air

employees. Texas Air billed Jet Capital on a month!y basis for the
salaries, employee benefits and certain overhead expenses for the

Pportion of time spent by these employees on Jet

Jct Ctpml.‘Dnnng 1989, 1988 dnd 1987, such charges from 'Ibus
‘Capital aggregated appromn:ly $146,000, '$242,000

;provide financial

jservices' to Texas Air for a- monthly ‘Tee of $35,000,

ﬂn‘t’:lnﬂmﬁ‘"fmmml adme-andasmm onpurchase ind ‘sile .
- “transactions-which Tekas Air may
. time to time. TmAlrhasugteed
acqiisi g 'feeol’upts"ﬁofl%of"ﬂ:eoonudeunon

. (whcnmgmud)wnldbeﬁnupphedmmdmnonmm L '

5 gssets irelated to sthe acquisitiohatoizero ‘and theno /-: purchase:
ehmmsﬁe:orfeducemcomeuxupense.’rhnwonldbeteﬂected' . "and provided ¢
. ‘unupammmponent»ofmmmndnﬂhmumm 3
" linaryeredit, Wi B gf M SR e T e S gl
1989 and 1988, respectively. It is not contemplated that Jet Capital

' or contemplite from
to pay Jet Capital an additional
‘paid ‘or-received by
pon successful oomplenon of the

oﬁxermnnt;emesAumdFasmmconnee-

'-non,-mth “Easterni’s sale of its Air Shuttle division. For such

vice '_‘Jetcipmlwnpudfcsufsmso,ooo and ‘$1,250,000 in
willbemvo!vedmanyﬁnﬂletmsacuons mvolwngthedlspom

cmemgt P
.!'..-.1. e :

‘Noks 1-Rinployes BenefitPlans ' *
The Company‘s subsidiaries have nonconmbuﬁoty defined benefit
pension and incentive compensation (profit sharing) plans as well
as defined contribution plans. Substantially all employees are
covered by one or more of these plans. Total normal pension
expense for the defined benefit plans was $103,884,000,
$97,051,000 and $110,916,000 and for the defined contribution
plans was $13,193,000, $28,885,000 and $28,892,000 for 1989, 1988
and 1987, respectively. In addition, under the requirements of
SFAS No. 88, “Employers’ Accounting for Settlements and
Curtailments of Defined Benefit Pension Plans and for Termina-
tion of Benefits,” Eastern recorded a minimum pension
curtailment expense of $117,967,000 for the year ended Decem-
ber 31, 1989. The curtailment expense principally reflects the
recognition of unamortized pension costs related to employees
who have retired or whose period of employment has otherwise
terminated or for whom benefit accruals have been or are
expected to be frozen.

Effective May 1, 1989, Eastern’s pension benefit accruals for
employees represented by the IAM were suspended. Benefit

Cap:dlbusmess
- a8 ‘well as for serviceés provided by Texas Air employee :
. however; &lexss ‘Air:is still analyzing:the effects of the new state- -

[l ]



accruals for noncontract employees were suspended effective
-August 1,1989 for 17.months. In 1988 Continental adopted a-new

;‘adeﬁned"bemﬁt -l whiich covess substinislly: all fiill-time-
may.slso participate in 2 401(k)

-__-.umgsphnmwhnch theunplayumndm‘apmonnf&e
employees’ contributions.

Continental has inceative compensauon phm forns employees
in which contributions are based on a percentage of profits. A
minimum of 50% of such contribution must be invested in Texas
Air common stock for the benefit of the :individual employee.
The employee may elect to receive the balance currently or defer
.and invest it in Texss Air common stock or other investment

) -

-funds.: TheIemAnmmonmckmly:bencwlymedox'

purdmed on the open iarket.

" Net periodic-tost oftheCompany’sdeﬁnedbeneﬁtplans for
-"1989, 1988 and- 1987 included the- follawmg;tompots (m
ahmunds) WL T one el s SR AT

e ne ——w .-

memenmes———
1989 ..-.. ..

.accordance with settiement agreements and, mthee:mentapph
uble,pmmonsofmphnofmxganmuon. _

-. “Certain provisions .of SFAS No. 87, ‘Smpluyu% Amounting
forPensnons. ‘pertaining to the recognition of plan lisbilities were
-adopted in 1989. The application of these provisions resulted in
the-recognition of an additional minimum lisbility and-intangible
asset of $59,163,000 at December 31, 1989.

In addition to providing pension benefits, Eastern
certain health care and life insurance benefits for retired
employees. Substantially all of Easterni’s employees may become
el:giblefordnosebeneﬁmfthcymwhilewoﬂnngfor&sm
.Those and similar benefits for active employees are provided
through an insurance company whose premiums are.based on
the benefits paid during the year. Eastern recognizes the cost of
providing those benefits by expensing the annual insurance
premiums. The-costs of providing retiree health care and life insur-
mmSﬂJllM $25,800,000 and 318.900.00010.1989. 1988 .

R R i -_¢ v .':: g

L e

'HOD'IW“M

Toazs Air. TensAnnsnotaputytoEam‘sChapﬁcﬂlase
and believes there are no:grounds for. JTexssAiror -
its assets:with Eastern-in .the- -Court.-Texas Air-has .
_guarantied :and may.otherwise,be fisble for‘certain obligations of -
Butemudmlmg,mong others,nm yursaofantetut {or

T WWM casiwiith Texas A@;m:n"‘ -
J!asm pension-obligations .ind. the: “payment;of-dividends, . - ,

sedemptionsprice and. Anqmduxon walue. of ’Butern s
11.36% Preferred. See Notes 2,4and 7.,

bty whaddmon.-udxnembadfdw'l‘exuhﬁwu )omtly nnd

o ﬂaeﬁ:llamountofdle

" Additonal minimom abilty . ... ...+ 1. 355, 1. (99 m)"

. uvmllyhnbleforﬂsmns

periodic :minimum -pension plan
mdmﬂdbe«mﬂygmdmuﬂlyhble.br

*underfundings if Esstern's pension
pkmmm:nued whichimaybé done: orily if certiin strin-. -
wtmunammet) -Easterd’s.1989. funding obligation;which

;:319.109 mdudspaymensduforpmrmuﬁowh:dl&swmmed'
54250)  funding waivers, was

$215,300,000. Of this amount,
approximately_$117,000,000. was paid by Eastern prior to lts

_.;ww'?!‘;}.ﬁe? -_.-_".:"*_' - '::: cmwe “%’ M Cﬁlpt:t;ll"ﬁllng Widl m to d‘z

- Plan assets consist pnmanly of govemmutmd mxpomedebt
securities, marketable equity securitics and money maket instro-
ments. The weighted average discount rate used in d ini
the actuarial present value of the projected benefit obligation was
927%, 10.0% and 10.5% for 1989, 1988 and 1987, respectively. The
expected long-term rate of return on assets was 9.07% for 1989
and 9.0% for 1988 and 1987. The weighted average rate of salary
increases was 5.19%, 4.5% and 4.0% for 1989, 1988 and 1987,
respectively. Eastern’s net obligations at transition arising in the
year of adoption, unrecognized prior service costs and the unrec-
ognized net gain are amortized on a straight-line basis over the
average remaining service period of employees in the plans.

The Company’s funding policy is to make contributions to its
defined benefit plans annually equal to the minimum funding
requirements of the Employee Retirement Income Security Act
of 1974, although in certain years Eastern has funded less than the
minimum amount. See Note 12 for a discussion of Eastern’s

pension plan funding obligation. Continental’s funding is also in

remaining :
wm&nhupuycounnpptovaLMAnpud

:Ms,ooo;ooo(forwmch it has a claim against Eastern’s bankruptcy

estate) and Eastern paid $27,000,000. The IRS waived ttie payment
of the remaining $26,300,000 until the earlier of June 30, 1990 or
confirmation of a plan of reorganization. Pursuant to the agree-
ment with the Examiner, Texas Air has agreed to make this
payment when due and the amounts paid by Texas Air would be
set off against amounts owed by Texas Air to Eastern. Eastern
estimates that its minimum pension plan funding obligations will
be approximately $168,000,000 in 1990 (which includes
$26,300,000 for contributions waived in prior years) and
$68,000,000 in 1991, which amounts may vary based on the
number of employees, benefit obligations and other circumstances
at that time. Depending on the circumstances of a plan termina-
tion, the underfunded amount could be substantially higher than
the ongoing minimum funding amounts.



3 ‘Eastern believes that it is ‘unlikely that the Pension Benefit
* Guaranty Corporation (“PBGC") will termiinate the'Eastern plans
and throdghoutsEastéin's“Chapter-1i procedmg*’k:m:hs
maintainédathat: :under.any:plan of reorganization, the pension -
, .-phn:mlhnotlbe.tenmmmd. However; if it ‘were ‘assumed:that - -
'Eastern permaniently:ceased operations ind-it voluntarily-tersii--
nated such pension plans, Esstern believes it could fully satisfy its
obligations under the plans by purchasing annuity contracts
covering each plan participant-to pay all plan obligations as they
matured, based on actuarial factors that Eastern believes are appro-
priate, at-an estimated cost of approximately $390,000,000 based

" -on-an‘interest rate of 925%applicable to-such annuity.contracts.
. 12Jf the PBGC wete:to-terminate ‘the Eastern plans-or if Eastern
. sterminates the-plans in s distress termination {(which could:be
' doae only-oriicértiin conditions). and assume responsibility for .-
the payment of plan- benefits, Eastem’s obligations to the PBGC :
. foranyuifonded Jisbilities could significantly. eéxceed:the costsof .-
purchasing-annuitiesalthough Eastern svould.contend that the .
use by the’PBGC of actuarial factors that produce a substantially
higher amount is invalid.. Further, numtmofdm-hbihty

- indicaté &' potentially significant-increase due to the:number of .
.. em| deahngrmmve‘wum early retirement-benefits ..
o “freiivithe reduction in Fasters's-workforce:+ifrupons;
 *terminations bywd:e*‘FBGC‘myﬁpuson ‘lisble:for sudh:payments
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against Texas:Air and:its. -
affiliates.:Management.of Texas Air-does not-believe that:such ™ *-
prevail if asserted and believes that Texas Aif andl its _
affiliates have valid and substantial defenses to:those. tlaims:If - :satisfied

the Examiner’s report.could:be asserted
claims would

such claims are asserted, Texas Air intends to defend itself vigor-:
ously and believes it will prevail, however final resolution of such
claims in favor of Texas Air and its affiliates cannot be assured.
There are other claims pending with respect to the disputed trans-
actions that are not presently before the Bankruptcy Court. See
“Legal Proceedings.”

In October 1988, Texas Air, Eastern and Continental entered
into agreements with Scandinavian Aitlines System (“SAS”) that
provide for the creation of a comprehensive alliance with SAS.
The agreements with Continental provide, among other things,
for the leasing of airport facilities at Newark International Airport,

.the performance by Continental of ground handling services at’
-Newatk, joint marketing programs, joint ssles representation and

modelhnng"in addnwn, ConnnmuLundSASmopulnngn .

'quality servicetraining institute for employees. Also pursuant-to’

enB.SASpudTmsAlrdeonunenml&S.ooomo_ .

and $15,000,000, respectively, in 1989.

.Coritinental. Continental has firm oomnmmencs to acquire 50
B737-300 aircraft with deliveries scheduled from 1992 through
1993, for an aggregate purchase price of approximately $1.4 billion,
20 :A330 and A340 aircraft with deliveries scheduled from 1993

~through 1999 for an-aggregate purchase price of approximately
$2:0.billion, and an aggregate-of 43 EMB and ATR aircraft with
adeliveries scheduled through the first quarter.of 1991 for an aggre-
gal:pmchasepnoeofsz&,ooo,ooo.%deagmfmtmmmd
financing commitments have:been provided to
Connnenul-byﬁe -espective manufacturers for substantially all
-«of the:aircraft, subject to certsin conditions, Continental expects
.=t0.obtain specific asset financing.closer-to the time of delivery.. ..
‘based on previiling market conditions.

‘Continental expects its nonaircraft capital-commitmentsfor
11990 to aggregate approxitnately $100,000,000 to $150,000,000.
Theucexpmdmuun:hte primarily to thcoonunumgsundud
ization-of the:Continental fleet, acquisition of spare parts.

ventories :and_passenger terminal facility.improvements.
%o finance such expenditures mthmwmally

qmmtﬂeet,.d:ﬂnmymmmmd:mughthel”@sofupw
oximately $2( 7000,000:to comply with these regulations.- -
quever,ﬂnsesumﬁelssub)ectﬁomonbaseduponﬁmhu'
ulafiong is"well a5 possible, changes in’ Continental’s
M“&nﬁmﬂmﬁu&emmmfmph
regulations will be funded through internally

-gmmmdﬁndsmdmod:ﬁanonofcostshamgpmsmmundu
~certain lease

“Continental remains oblxgated to pay approximately
-$84:500;000 upon -the -exercise-of certsin-outstanding warrants
_-(against feceipt of $42,500,000-in consideration, which may be
-upon- cancellation of substantislly all of 2 Continental
“promissory note), all of which. are held by American General
Corporation and American General Life Insurance Company
(together, “American General”). American General is contesting
the terms on which Continental was acquired by Texas Air in
February 1987, alleging, among other things, that the terms of the
merger were unfair and that it is entitled to additional merger
consideration. See *“Legal Proceedings-Continental.”

In the event there is no settlement with the Examiner,
Continental will have a substantial unsecured claim against Eastern
and certain creditors may seek to prevent offset or to require
subordination of Continental’s claim, although Continental would
vigorously oppose such attempt.

Sywem One. On February 20, 1990, Texas Air, System One and
EDS entered into 2 agreement providing for the acqui-
sltlonbyEDSofsubstanmllyalloftheassetsofSystemOnemd

ot




the fonmtmnbySysmOneandEDSofnn equally owned Continental is a party to lawsuits involving Eastern and certain
;. pATEE b operate-and ms SysmOndsCRSbusmeuﬁofz&sm:nmothepmbelm,Connnenulbemmem
4 ”@.ﬂﬁmdmdmwﬁw :defendant in-an:action:

mﬂmmmm(mmw lin_tonnllegmg, -other things, that Continental
-uontxpm)tndmmemhbilm i SR e 1 i) acts of 'securities ﬁ:ud and -defamation :of the .unions.-The .
' Amongdxemswﬂlacqmmﬂloﬂhesoﬁwmand -plaintiffs seek unspecified compensatory, consequential, punitive
substantully all of the other assets currently used by System One and treble damages pursuant to the federal Racketeering and
in providing data telecommunications and i Corrupt Organizations Act and the Florida Civil Remednes for
development services to Continental and Eastern. Contempora-  Criminal Practices Act and attorney fees. Continental is also
neously with the:asset .acquisition, Continental and Eastern, &3 named in a case alleging that various transactions between Esstern
well as the CRS.partnership, will enter into ten-year agreements  and its affiliates constitute voidable conveyances under the New
mﬂ:m&m:udlmﬁomws.'l‘hesems York debtor and creditor law. Thlucnonhasbeensnyedbyd:e

-brought: by -certain of Eastems; S

will provide:fos Fixed; prices (subject:to inflationary adjustments

under certsin mmmou)mtheun-ywmﬁoraspea-«

be pesiodically adis oramm,tdmmm R
DS also will scire s o bt of S
ifline Services Divi .m,pmvnouslyownedbyConunenan

business -has historically been:profitable.for.System-One.-

‘Bankmptcy:Court until April 30, 1990. - .«

_:AmmunGenenlhasampendmgmtheDehwm

mmasthonnnenalmlSﬂm._
madequaﬁeandﬂut such mctgeruolaﬁeﬁ the sights to subscribe
.to.Juture issues .of Continentil common-stock-which warraats

’ andughsmmvedbyAmmnGenunlmjnne'lmm

B _':Connnental ‘and ‘Eastern hm hxstonully tul:zed qgmﬁant '+ -connection with.a $40,000,000 loan by American- Gesieral:to: .
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certain collective bargaining agreements. Unions representing

Continental employees brought various claims-as a result of thesé'

actions, which claims have been settled, ‘subject to" the right-of
individual employees to intervene and pursue their derivative
share of the respective union claim. Various employees, however,
are attempting to amend the terms of a settlement agreement
with ALPA and continue-to assert (individually and derivatively)
claims for damages for contract rejection and under a side letter
agreement between certain unions and Texas Air. Approximately
$29,000,000 of individual claims, $40,000,000 of claims originally
asserted by unions (which continue to be asserted by employees)
and claims that could increase Continental’s liability for severance
pay under its settlement with ALPA by approximately $22,000,000
have not yet been resolved. Continental intends to continue to
contest vigorously the contract rejection and side letter claims
and any efforts to amend the terms of the ALPA settlement in 2
manner adverse to it or its current employees.

; ﬂ:emugumdmma and: fhﬂmmm-ﬂhbeslpﬂh
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Cvmlmhenmulﬁled forﬁhapm .uxeotxanm
tion \in Sepeemlm 1983, Continentsl unilaterally. implemented -
newmgelcvelsandworknﬂafoullm employees.and rejected -

- = Continental: Pursuant-to the:terms .of the merger, Continental -
behem&wxhewmummvemdmdmnghtmm ]

t:breach the1983-option agreement; and-thatupon. - ~

mnu.Su:hexuusewn;emd”‘byGonnnemlbeauseof
- accept:the merger ‘consideration
paymentofthewamnts Continental has extended the
-expiration-date..of :the warrants to June :10, 1990,wallowan
'oddydmmanofeachpny'snghts. e
. .Eastern. Eastern’s contingendies, including legal prooeedmgs,

aregmen]lymb;ectwdxeeﬁ'ectsofmﬁlmgundercmpter 11,
which are discussed in Note 2. The following discussion does

not purport to reflect or provide for all the consequences of
the ongoing Chapter 11 cases. Because of the ongoing nature of
the Chapter 11 cases, these matters are subject to material
uncertainties.

In December 1989, the Eastern Airlines Pilot System Board of
Adjustment (the “System Board™) issued a final decision and
award in favor of ALPA in connection with a grievance filed by
ALPA concerning the interpretation of a certain “pay parity”
provision contained in the February 1986 collective bargaining



Igzeement between Eastern and-ALPA and directed Eastern-to -

-pay itspilots -back :pay .comparsble*to:2:3%-wage inciease ot
- -'_.jﬁneﬂ,ﬁs'i’s,' imwjmmw.md@. fcréa
., ‘on July 13987, In meum,'ﬂamnupenudﬁs.ﬁm
. ~“Tepresenting-itsiestimated:prepétition and

. “postpetition exposure
" under this sward through*December 31,:1989. However, Eastern' - -

has sought review of the award in the Bankruptcy Court. Eastern

has argued that the System Board exceeded its jurisdiction in .

awudmgthcpﬂoﬁsbackpaycompmblebo&neZ%mamemd
the 3%-increase received by IAM-represented employees.on

. January 1, 1987-and July 1, 1987; respectively, arid that the grievance
. ﬁledbyAI.PAmnmnqg

: ALPA has also filed 2 grievance seeking 3-pay-incrésseasd .

‘these two raises was-untimely-filed. ::- e

With respect to Eastern, there are various claims and lawsuits,
. -the outcome of which.could. materially affect the financial state-

"f’-?“«menuof!l'ensmrhowwu;pnnapaﬂy,bmnof the ongoing - - "
; ‘11 proceedings, the outcomeand *

saltimate ligbili mulungﬁomsuchdumsudhwmtsanmt -
tlybedetemmed - -

Note 13-Quarterly Financial Data (Unaudited)
Unaudited summarized financial data by quarter for 1989 and 1988

. isas follows (in thounnds,-emept per share data):

Three Months Ended
Juneao S_c&__ 30 December31
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amongodiersdnngs.éw:hm :theBastern Merger:
mandulesofmthathaveocmnedr&umdxmerguandﬁb

enforce”certain silleged-zights growing tut-of labor agreements;™ W
mdndmgalleged nghtsm :unsmcmant«:fpulou who Eastern .

.....

dsims-are duphcmve. nmhd,-or bmdnponmuw:dnt
'have not occurred. - CEE Fo MR 5 N PSS T
Vanonsotherndams and hwnmngunstﬂ'-um andlorits.
subsidiaries mpm&ngwh:d:mddmnkm'ad&uomlhugr
tion, but are either covered by insurance; are not matefial, ‘or-are
the type: which.are normally and reasonably foreseesble in view
of the nature of their business, and the management of Texas Air
and such subsidiaries believes the total amount of liability, if any,
which may reasonably be to arise from such claims and
lawsuits beyond that which is covered by insurance would not
have a material effect on the finandial condition of Texas Air
and/or its subsidiaries or their ability to carry on their business.

2 ‘(a')‘l‘uﬂyailuﬁlodpnﬁmioﬂm md‘l”nethemum
-E‘Joupuahmhndeﬂ:emed mvmofmmpuhndmck,
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d:mghiounhquatms of 1989,:respectively. Easterni

I_*zecorded giing totaling: $539,381,000. from-the sale of its

ai{iriduding 21 sitcraft), A1 sircraft and certsin

'.,_Mnuh
" routes, gates and slots. Continental recorded gains totaling

$61,300,000 during 1989, largely from the sales:of slots at
- Chicago’s :O'Hare-sirport, -real prope:ty Jocated in Guam, and
certain international routes. - .-

- -Under: tbe:reqmments ofSFAS No. 88. Eastern recorded
2 :minimbm pension curtailment expense of $65,700,000,
-$34,100,000 und -$18,167,000 in the second, third and fourth
quarters.of 1989; respectively. See Note 11.

In the fourth quarter of 1989, Eastern expensed $54,969,000 to
recognize an impairment in gate value at certain airports. Also in
the fourth quarter of 1989, Eastern expensed $65,514,000 relating
to back pay for pilots through December 31, 1989. See Note 12.

The Company recognized income in the first and second
quarters of 1989, respectively, as a result of proceeds received from
SAS totaling $25,000,000 by Texas Air and $15,000,000 by
Continental. See Note 12.

The Company recorded gains totaling $37,730,000, $22,746,000,
$44,287,000 and $47,347,000 during the first through fourth
quarters of 1988, respectively, from the sale of aircraft, aircraft
delivery positions and other assets.

W$ﬁmmlmm $180,897,000



o ln the seobnd quarter of 1988, Connnennl revised its estimate 23  Continental’s Third Amended Joint Plan of Reorganization under
: resultin; mz onenme n-¢ '

- #yde 2Chapter 11 of the United States Bankruptcy Code-incorporated
i #by refeence from Exhibit 22 to Continental's Annusl Repost on
"Form 10-K for the year caded December 31,1985, © - '
Mw-z—%’;hﬂdl&@nmnmdamwuof&eUmd .

=" 7 st~ States Bankruptcy Code dated July 21, 1989-incorporated by refer:
OnApril 19,1990, dnhnhupmy]udgein‘ﬁasmnsﬁapteru ' ence to Exhibit 2.1 to Esstern’s Quarterly Report on Form 10-Q for
case appointed a trustee to manage Eastern’s reorganization | © thequanterendedjune 30, 1969. ,
efforts. While Texas Air does not feel a trustee was warranted, M mpmwm."f Incorporation of Texas Air as amended
. . s . through May 1, 1986~incorporated by reference from Exhibit 3.1
Texas Air presently intends to continue to work with and support to the Form §-1 Registration Statement (No. 33-4899) originally
Eastern in ‘all reasonsble ways. Texas Air will deconsolidate .+ filed by Texas Air with the Commission on Apel 16, 1966 (the
Eastern for financial reporting purposes effective April 19, 1990. - “April 19865-17).

TmsAnmagementsmendyevdumpgdwmputofdne _‘3-? *=Amended Certificate of Incorporation of Texas Air a3 amended

. _ through ‘22, 1987-incorporated by reference from Exhibit 4.1
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] - the Commission on December 5, 1986 (the “People Express S4”). ,
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item 14. Exhiblits, Financial Statement Schedules and Reports on  ‘from Exhibit 1 of the 8-A.
Form 8-K. 10.1 -OpuonAgmmentmogTuasAlr.ConmenulmdAmmn
. Genenal Corponation dated June 10, 1988~incorporated by reference
@ cemn.dmmm ﬁlefi as part of the rom 10-!(. from Exhibit 109 of Oonnn{:ul Annual Report on R:yn 10K for
The index to financial statements provided in response to the fiscal year ended December 31, 1983 (the “Continental 1983

Item 8 is herein incorporated by reference. 10:K").

(b) Report on Form 8-K. - 102  -Texas Air's 1979 Stock Option Plan, as amended-incorporated by
None reference from the Texas Air Proxy Statement dated August 11,

1989. (the “Texas Air 1989 Proxy™).

(C) Exhibits: 103 Texas Air 1987 Stock Option Plan-inco
. - rporated by reference from
21  -Amended and Restated Agreement and Plan of Merger dated as of Exhibit 103 to Texas(in?:s Annual Report on Form 10-K for the
December 11, 1986. among Texas Air, Contincntal and CAC year ended December 31, 1987 (the “Texas Air 1987 10-K").
Mergerco, Inc.-incorporated by reference from Exhibit A SoE"h'b“ 104  -Texas Air 1983 Continental Stock Bonus Plan-incorporated by
1 to An_xendmem No. 3 to th.‘ Schedule 13e:3 Transaction Scate- reference from Exhibit 10.18 of the Continental 1983 10-K.
ment filed by Texas Air with the Securities and Exchange 105 -Texas Air 1983 Continental Stock Option Plan-incorporated by
Commission (the “Commission”) on January 20, 1987. reference from Exhibit 10.19 of the Continental 1983 10-K.

22 -Order of the United States Bankruptcy Court dated June 30, 1986~ .
i ted by reference to Exhibit 2.2 to Continental's Current
Report on Form 8-K, dated July 2, 1986.

. Exhibic 47 1o the Form §-1 Registation Suatement (No. 33-6863)
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_ ) 1963 :-. + -+, «-October 14, 1985 (Document No..106)-incorporated by reference
pRae - from Exhibit 10.3B filed with the Eastern September 1983 10-Q.
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108 AgxeanentbaWeenTmAlnndComuldmemubulO. ' 10K for the year ended December 31, lm(the“Elltemlm
1984-~incorporated by reference from Exhibit 10.57 to the Form §-1 10K").
Registration Statement (No. 2-93858) originally filed with the 10.19(d)~Copy of Eastern’s promulgated work rules for mechanic employees
Commission by Texas Air on October 19, 1984. of the IAM, as imposed by Esstern on March 4, 1989~incotporated
109 mwmmumy&wmw . - -by reference.to Exhihit.10.2-B2 to-Eastern’s . Annual Report on
. May ‘20, 1985-incorporated by reference from Exhibit D to the _— fomwxﬁtﬁeyeumddmaklm(&e“hm
. . Schedule .13D.dated June. Is.lm,ﬁ!gdhyhmzm&-. :, .. 198310K").
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"TEXAS AIR CORPORATION
Three Allen Center _ .

PROXY STATEMENT*

1990 ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD JUNE 6, 1990

This statement is furnished in connection with the solicitation by and on behaif of the Board of
Directors of Texas Air Corporation, a Delaware corporation (the “Company” or “Texas Air™), of
proxies to be used at the 1990 Annual Meeting of Stockholders of the Company or any-adjournment
or adjournments thereof (the “Meeting”), to be held at the Wyndham Warwick, 5701 Main Street,
Houston, Texas, on June 6, 1990, at 2:30 P.M. (Central Daylight Savings Time), for the purposes set
forth in the accompanying Notice of 1990 Annual Meeting of Stockholders.

The Proxy

Stockholders giving proxies may revoke them at any time before they are voted by notifying the
Secretary of the Company in writing of such revocation. Any such revocation must be received prior
10 the Meeting to be effective. If a stockholder who has signed a proxy attends the Meeting in person.
- such stockholder may withdraw his proxy by notifying the Secretary and may vote persondlly on all
matters brought before the Meeting. If a proxy is signed properly by a holder of common stock. $.01
par value per share (the “Common Stock™), a holder of 6.50% Redeemable Cumulative Junior
Preferred Stock. S.10 par value (the ~6.50% Preferred Stock™). or 12% Redeemable Cumulative Junior
Preferred Stock. S.10 par value (the ~12% Preferred Stock™), and is not revoked. it will be voted at
the Meeting in the manner specified on the proxy or. if no manner is specified. it will be voted “FOR™
ihe election of non-preterred stock directors (the “Non-Preferred Stock Directors™) nominated by the
Board of Directors (Proposal 1), “FOR™ Proposal 4. and "AGAINST™ Proposals 5 and 6. In addition.
if' a proxy is signed properiy by a holder ot 6.50% Preterred Stock or 12% Preferred Stock and is not
revoked. it will be voted at the Meeting in the manner specified on the proxy. or. if no manner is
specified. it will be voted "FOR™ the election of the directors (the ~6.50% and 12% Directors™)
nominated by the Board ot Directors to represent the 0.30% Preterred Stock and 12% Preterred Stock
together as a class (Proposal 2). If a proxy is signed properly by a holder of 6% Cumulative
Convertible Junior Preferred Stock. par value 3.10 per share (the ~6%% Preferred Stock™) and is not
revoked. it wiil be voted at the Meeting in the manner specified on the proxy or. i no manner is
specitied. it will be voted “FOR™ the election or directors (the “6*4% Directors™) nominated by the
Board of Directors to represent the 6%% Preferred Stock (Proposal 3). Holcars of Common Stock
and Class A Common Stock are not entitled to vote on Proposals 2 or 3. holders of 6.50% Preferred
Stock and 2% Preterred Stock are not entitled to vote on Proposal 3 and holders of 6+1% Preterred
Stock are only entitled to vote on Proposal 3.

The Company will bear the costs of the solicitation of proxies. In addition to the soiicitation of
oroxies bv mail. proxies may also be solicited by telephone. telegram and personal interview by regular
empiovees and directors of the Company. none of whom will receive additional compensation
therefore and bv Morrow & Co.. which the Company has retained to assist in the soiicitation of

* Unless otherwise indicated. the information set forth herein reflects information avatiable up to
and including January 31. 1990.



Stock”) are entitled to notice’of and to.vote at-the Annual Meeting with respect to all Proposals other
than Proposal 3 and, with.respect to Proposal 2 only, holders of 6.50% Preferred Stock and 12%
Preferred Stock vote together as a class. Holders of record at the close of business on April 13, 1990
of the Company's 6%% Cumulative Convertible Junior Preferred Stock are entitled to notice of and

to vote as a class at the Annual Meeting with respect to Proposal 3 only.
The Proxy Statement and form of Proxy are enclosed.

By Order of the Board of Directors,

CHARLES T. GOOLSBEE
. Secretary
‘Houston, Texas
May 7, 1990

We urge you to sign and date the enclosed Proxy and return it promptly by mail in the enclosed
envelope, whether or not you attend the meeting in person. No postage is required if mailed in the
United States. If you do attend the meeting in person, you may withdraw your Proxy and vote personally
on all matters brought before the meeting.



proxies for a fee estimated not to exceed $7,500 plus reasonable out-of-pocket expenses. Arrangements
will be made with brokerage houses and with other custodians, nominees and fiduciaries to forward
proxy sohcxtmg material to beneficial owners, The Company may reimburse pemns holding stock
for others in their nimes or as nominees for their reasonable out-of-pocket expenses in sending proxy
material to their principals and obtaining their proxies.

This Proxy Statement and the accompanying proxy, together with a copy of the Company’s l98§
Annual Report, are being mailed to stockholders on or about May 9, 1990_.

Record Date and Voting Securities

The Board of Directors has fixed the close of business on April 13, 1990 as the record date (the
“Record Date”) for the determination of stockholders entitled to notice of and to vote at the Meeting. -
At the close of business on the Record Date, the Company had outstanding and entitled to vote
40,271,539 shares of Common Stock, 2,040,000 shares of Class A common stock, par value $.10 per
share (the “Class A Common Stock™), 5,121 shares of 6.50% Preferred Stock, 5,655 shares of 12%
Preferred Stock, and 6,000,000 shares of 6%% Preferred Stock. .

All of the shares of 6.50% Preferred Stock and 12% Preferred Stock are held by First Fidelity
Bank, National Association (“First ~idelity™), as depositary, and First Fidelity has issued depositary
preferred shares representing the 6.50% Preferred Stock (the “6.50% Depositary Preferred™) and the
12% Preferred Stock (the *12% Depositary Preferred”). The 6.50% Depositary Preferred and the 12%
Depositary Preferred are collectively referred to herein as the “Depositary Preferred Shares.” Each
share of 6.50% Depositary Preferred and 12% Depositary Preferred represents }o00 Of a share of 6.50%
Preferred Stock and 12% Preferred Stock, respectively.

By the terms of the deposit agreements with First Fidelity pursuant to which the Depositary
Preferred Shares were issued. holders on the Record Date of Depositary Preferred Shares are entitled
to receive notice of the Meeting and to instruct First Fidelity as to the exercise of the voting rights
pertaining to the amount of 6.50% Preferred Stock and 12% Preferred Stock represented by such
holder's Depositary Preferred Shares. First Fidelity must abstain from voting anv of the 6.50%
Preferred Stock and 12% Preferred Stock for which it receives no instructions from hoiders of the
Depositarv Preferred Shares. At the close of business on the Record Date, 5.120.756 shares of 6.50%
Depositary Preferred and 5.654.788 shares ot 12% Depositary Preferred were outstanding and entitled
10 direct the vote of the 6.50% Preferred “tock and 12% Preferred Stock on ajl matters on which the
6.50% Preterred Stock and 12% Preferred Stock are entitled to vote.

Zach share of Common Stock and 6%% Preferred Stock entitles the holder thereof to one vote
on all matters on which hoiders of Common Stock or 6%% Preferred Stock. as app!i~abie. are entitled
10 -ote and each share of Class A Common Stock entitles the holder thereof toten - cn all matters
on which holders of Class A Common Stock are entitled to \ote. Each share of ¢ ..J% Depositary
Prererred entities the holder to direct one-twentieth of a vote on all matters on which holders of 6.50%
Preterred Stock are entitled to vote and each share of 12% Depositary Preferred entitles the holder to
direct one-tweiltth of a vote on all matters on which holders of 12% Preferred Stock are entitled to

vote. The hoiders of Common Stock. 6.50% Preferred Stock and 12% Preferred Stock. voting together
as a single ciass. are entitled to elect one-quarter of the number of Texas Air’s directors (the “Common
Stock Directors™) to be elected at each meeting held for the election of directors (rounded. if necessary,
1o the next higher whole number. but excluding the 6.50% and 12% Directors and the 6%% Directors).
and the holders of Common Stock. Class A Common Stock. 6.50% Preferred Stock and 12% Preferred
Stock entitled to vote. voting together as a single class. are entitled to elect the remaining Non-
Preferred Stock Directors. In addition. each class of the Company's voting securities has certain
rights to a ciass vote on matters particularly affecting such class, including election of additional
directors. as described below. The Company’s Centificate of Incorporation does not provide for
cumulative voting.

o



- “The Compary's Certificate of Incorporation provides that whenever dividends on the Compimy s
6.50% Preferred Stock and 12% Preferred Stock have not been paid in an amount equivalent to six
. full quarterly dividends thereon, the number of directors constituting the Board of Directors shall be
increased automatically by two and the holders of the 6.50% Preferred Stock and 12% Preferred Stock,
voting together as a class, shall be entitled to elect two directors to fill such positions. In addition, in
the event that the Company fails to pay six quarterly dividends on the 6%% Preferred Stock, the .
Certificate of Incorporation similarly provides for an additional increase by two in the number of
directors constituting the Board of Directors and the exclusive right of the holders of 6%% Preferred
Stock to elect such directors. Effective April 15, 1990, the Board of Directors had not declared
dividends on any of these series of preferred stock for six quarters and, accordingly, the size of the
Board of Directors automatically increased by four. The Board of Directors has nominated for
election to these positions two 6.50% and 12% Directors and two 6%% Directors, to be voted upon
by the 6.50%. Preferred Stock.and 12% Preferred Stock together as a class, and the 6%% Preferred
Stock as a class, respectively. The right of the holders of each of these series of preferred stock to
elect such directors will continue until such time as all dividends on their respective series of preferred
+ stock accumulated to the last dividend payment date are paid in full, or declared or set apart in trust
- for payment, at which time the right to elect such directors will terminate, the number . of directors
constituting the Board of Directors will be reduced accordingly and the term of office of such directors
will terminate. Subject to such .earlier termination, the 6.50% and 12% Directors and the 6%%
--:Dnrectors wnll hold oﬂice until thelr successors are elected. )

- On June 9 1988 the Board of Dnrectors of the Company adopted a Stockholder nghts Plan (the
' "nghts Plan”) designed to preserve long-term values and protect the interests of its stockholders from
- stock .accumulations and other abusive tactics designed .to acquire control of the Company without
an offer of fair value to all stockholders. Under the Rights Plan. each stockholder at the close of
business on June 29, 1988 received a dividend distribution of one right (“Right™) for each share of
" Common Stock-held and one-half Right for each share of Class A Common Stock held. Each Right
entitles the holder. under certain conditions. to purchase from the Company a unit (“Unit™) consisting
of one two-hundrédth of a share of-a new class of Series A Junior Participating Preferred Stock. par
value S.10 per share. of Texas Air at an“exercise price of $60 per unit. subject to adjustment. The
* ‘Rights are not exercisable -at the present time and only. become"exercisable under certain limited
circumstances. The Rights are redeemable bv Texas Air under cemnn condmons at a price of $.01

o per Rxght and exp:re onJ une. 29. 1998

Each share of Class A Common Slock is convemble at the ootion of the holder into one-half of
a share of Common Stock. -In addition. the Company has the option to convert each share of Class
A Common Stock into one share of Series C Convertible Preferred Stock (the “Series C Preferred
Stock™). at seven vear intervals. commencing in 1992. and in the event Francisco A. Lorenzo shouid
-reduce his ownership of Jet Capital Corporation (*Jet Capital™) below 30% or should die. See
“Principal Stockhoiders.” The Class A Common Stock is not transferable. except under certain limited
“c:rcumstances. In addition. in connection with the issuance ot Class A Common Stock. Texas Air
- and Jet Capital entered into an exchange agreement (the “Exchange Agreement”). pursuant to which
Jet Capital is prohibited from voting in ravor of anv mergers. acquisitions or similar transactions
. unless such transaction is approved by a majority of the direciors of the Companyv uraffiliated with
Jet Capital. See also. “Election of Directors.™

The Series C Preferred Stock (which is reserved for issuance upon conversion of the Class A
Common Stock and no shares of which are currently outstanding) would be entitled to one vote per
share and would be convertible into one-half of a share of Common Stock. In addition. the atfirmative
vote of a majority of the outstanding shares of Series C Preferred Stock. voting as a separate class.
would be required to approve any merger or consolidation involving the Company, any sale or
conveyance of all or substantially all of the assets of the Company, any reorganization or reclassification

- of shares of the Company's capital stock or the liquidation of the Company.




PRINCIPAL STOCKHOLDERS

The following table sets forth certain information as of April 13, 1990, with respect to persons
owning beneficially (to the knowledge of the Company) more than five percent of any class or series
of the Company's voting securities. The table also sets forth the respective general voting power of
such persons:

Amount and
. Nature of Percent General
Name and Address of Beneficial of Vi
Beneficial Holders Title of Class Ovwnership(1) Class(2) p._...(s)
Jet Capital COrporation .........cceeeeeeemesees Class A 2,040,000 100.0% 33.3%
10 Rockefeller Plaza Common 100,000(4) * (4) * (4)
New York, New York 10020 _ :
Scandinavian Airlines System............... Common 3,933,000 9.8% 6.4%
Frosundaviks Alle 1 Sola .
S-161 87 Stockholm, Sweden
MServ' useé:’s;imcial 12% Deposi 425,000 1.5% 5
ices pan tary ) .
500 Boyiston Streyet Preferred ©)
Boston, Massachusetts 02116
PaineWebber I L (s [ 6%% Preferred 1,776,700 29.6% (6)
1285 Avenue of the Americas Stock |
New York, New York 10019
J.P. Mo & Co. Incorporated........... 6%% Preferred 1,255,920 20.9% (6)
23 Wall Street Stock .
New York. New York 10015
Mark Schwarzman. Inc. ......ccccceecrenconens 6%% Preferred 406.200 6.8% (6)
475 Steamboat Road Stock

Greenwich, Connecticut 06830 -

* Lessthan 1%.
11) Unless otherwise indicated. each entity has sole voting and dispositive power.

12) In the case of the Common Stock. the 12% Depositary Preferred and the 6%% Preferred Stock.
these percentages are caiculated by dividing the number of shares in the *Amount and Nature of
Beneticiai Ownership™ column by 40.271.539, 471.232 and 6.000.000 shares. respectively. ot the
Common Stock. the 12% Depositary Preferred and the 6%% Preferred Stock outstanding on Apni
i:3. 1990 (exciuding securities heid by or tor the account of Texas Air or its subsidiaries).

t3) Computed on the basis of 40.271.539 shares of Common Stock. 256.038 votes for shares of ¢
Depositary Preferred. 471.232 votes for shares of 12% Depositary Preferred and 20.400.000 . -
‘or shares of Class A Common Stock outstanding on April 13. 1990. Does not include power >
alect Common Stock Directors. as to which holders of Common Stock. 6.50% Preferred Sto. ..
and 12% Preferred Stock are entitied to vote together as a separate class.

i4) Does not include 1.020.000 shares of Common Stock issuable upon conversion of the Class A
Common Stock. If these shares were included. Jet Capital’s percentage ownership of Common
Stock and its general voting power would be 2.8%.

(5) Entitled to less than 1% of the General Voting Power of shares of Common Stock, Class A
Common Stock. 6.50% Depositary Preferred and 12% Depositary Preferred voting together and
entitled to 4.87% of the voting power of the 6.50% Depositary Preferred and the 12% Depositary
Preferred voting together as a single class for the election of the 6.50% and 12% Directors.

(6) The 6%% Preferred Stock does not vote generally with the Common Stock, the Class A Common
Stock. the 6.50% Preferred Stock and the 12% Preferred Stock, atid has one vote per share fc: all
matters on which the 6%% Preferred Stock is entitled to vote.

4



Jet Capital is a holding company whose principal ‘assets are securities of the Company. Francisco

A. Lorenzo, Chairman of the Board, Chief Executive Officer and President of the Company, ‘is
* Chairman of Jet Capital and, as of April 13, 1990, owned 1,930,500 shares of Jet Capital Class A
common stock (the “Jet Class A™), which has five votes per share, and- 390,000 shares of Jet Capital
common stock (the “Jet Common™), which has one vote per share. This ownership entitied Mr.
Lorenzo to exercise 48.7% of the general voting power of such outstanding stock. The Jet Class A is
subject to significant restrictions on transfer, but is convertible at the option of the holder on a share-
for-share basis into Jet Common, which is freely transferable. The dividend and liquidation rights

of both classes are commble.

ELECTION OF DIRECTORS

For a description of the procedural provisions in the Company’s Bylaws relatmg to the nomination
of directors by stockholders. see “Other Matters.” The nominees set forth in' Proposals 1, 2 and 3
have been nominated by the Board of Directors. Pursuant to the Bylaws of the Company, the deadline

for nominations by stockholders has passed.

_ It is the intention of the persons named in the enclosed form of proxy, unless otherwise instructed,

to vote such proxy for the election of each nominee named in Proposals 1, 2 and 3, as applicable, to
hold office until the next Annual Meeting of Stockholders and until his respective successor has been
duly elected and has qualified (or, in the case of the 6.50% and 12% Directors and the 6%% Directors.
until their earlier termination as discussed under “Record Date and Voting Securities.”) Management
does not contemplate that any of the nominees will become unavailable for any reason. but if that

should occur before the Meeting, proxies will be voted for another nominee or nommees to be selected

by the Board of Directors of the Company.

The tables set forth in Proposals 1. 2 and 3 show. with respect to each nominee. (i) his name and
age. (ii) the period. if applicable. that he has served as a director of the Company (and if service to
the Company is indicated prior to June 1980. of its predecessor. Texas International Airiines. Inc.).
(iii) all positions and offices with the Company and its two principal airline subsidiaries. Continental
Airiines. Inc. (inciuding its predecessors. “Continental™ and Eastern Air Lines. Inc. (*Eastern™).
currentiy heid by each such nominee-and his principal occupation over the last five years (including
other directorships and business experience). and (iv) the standing committees. if any. of the Board
- of Directors-or wnich he is a member.

There is no 1amily relationship between any ot the nominees for director or executive officers.
Pursuant 1o the Exchange Agreement. Jet Capital has agreed to use its best efforts. to the exient
permitted t- Deiaware law. inciuding the use ot its voting power. if necessary, 10 cause Texas Air to
have at ail umes no iess than three directors. each of whom is neither an officer or employee ot Texas
Air. nor an otficer. director. empiovee or stockholder of Jet Capital.

MNther than as set fu " h below. -“ere are no other known arrangements or understandings between
any nominees 1or director or execJtive officer and any other person pursuant to which anv of the
nominees 1or direcior or executive officers were selected as an otficer or nominees for director.

Jan Carizon 15 President and Chier Executive Officer of Scandinavian Airlines System (“SAS™).
On October 4. 1988. SAS and the Company entered into a global air carrier agreement. providing for
broad-based cooperation between SAS and the Company’s air carrier subsidiaries. In connection with
the roregoing. 3AS and the Company also entered into a Stoc: Purchase Agreement. pursuant to
which. among otner things. the Company consented to the purchase by SAS or up to an aggregate of
9.9% of the outstanding shares of Common Stock and agreed. at least through the fifth anniversary
of the date thereot. in the event that SAS acquired at least 7.5% of the outstanding shares of Common
*Stock. to appoint to the Board of Directors of the Company. a person selected by SAS. Pursuant to
such agreement. Mr. Carlzon was elected to the Board of Directors in January 1989.

5



NON-PREFERRED STOCK DIRECTORS
(Proposal I on the Proxy Card) '

At the meeting, 10 Non-Preferred Stock Dlrectoxs are to be elected to hold office until the next
Annual Meeting of Stockholders and until their respective successors have been duly elected and have
qualified. Messrs. Handmaker, Hickey and McCormick have been designated as Common Stock
Directors and are to be elected by the holders of the Common Stock, the 6.50% Preferred Stock and
the 12% Preferred Stock, voting together as a class. The remaining seven Non-Preferred Stock
Directors are to be elected by the holders of the Common Stock, the Class A Common Stock, the
6.50% Preferred Stock and the 12% Preferred Stock, voting together as a singie class.

Prior to April 15, 1990, the number of members constituting the Board of Directors (the “Non-
Preferred Stock Board™) was fixed at 11. In accordance with the Certificate of Incorporation, on
April 15, 1990, the size of the Board of Directors automatically increased by four to provide for two
6.50% and 12% Directors and two 6%% Directors (collectively, the “Preferred Stock Directors™). (See
“Record Date and Voting Securities”.)

On May 7, 1990, the Board of Directors resolved to reduce the number of the Non-Preferred
Stock Directors by one (from 11 to 10). Accordingly; a total of 14 directors will be elected at the
Annual Meeting of Stockholders and will comprise the entire Board of Directors, including four
Preferred Stock Directors and 10 Non-Preferred Stock Directors (including three Common Stock -
Directors).

Position: Business Experience;
_ Name and Age Committee Membersh
N\

1986: Chairman of the Board and Chief Executive
Officer (December 1976 to June 1986) and Presi-
dent (December 1976 to September 1985) of
Eastern'; Director of the Home Depot. Inc. (retail
building products) Atlanta, Georgia: Director of
Outboard Marine Corporation (outboara
motors), Waukegan, Illinois: Director of Thermo
Instruments Systems. Inc. (a_subsidiarvy of
Thermo Electron Corporation): Chairman of the
Board. President and Chief Executive Officer of
Patlex Corporation (technology licensing), Las
Cruces. New Mexico: Trustee of the National
Geographic Society; Chairman of Audit Commit-
tee and member of Affiliated Transactior Com-
mittee.

JANCARLZON. age d8.........cocevereriercrreeccene Director since 1989: President and Chief Executive
Officer (since 1981) of Scandinavian Airlines
Group (airline and related travel services). Stock-
holm. Sweden: Director of Linjeflyg (domestic
Swedish airline, 50% owned bv Scandinavian

FRANK BORMAN, age 62 . ... Director and Vice Chairman of the Board since

Airlines Group), Stockholm. Sweden: Director of
Enator (computer and electronic systems). Stock-
holm. Sweden: Director of Pronator (real estate
and finance), Stockholm. Sweden: Director of
Fondkommission (stock brokerage), Stockholm.
Sweden: member of Affiliated Transactions-Com-
mittee.



Position: Business Experience:

Name and Age _ " Committee Membersh
ROBERT J. CARNEY, age 49.... Director since 1972; Chairman and Director (since

1984) of Vacation Publications, Inc. (travel maga-
zines), Houston, Texas; Director and President
of Jet Capital (1969 to March 1986); member of
Audit Committee.

I. H. HANDMAKER, age 81 eneeeneeeeee DiTECtOr Since 1967; Investor, Tucson, Arizona;
ag_e . Director of MEI Diversified - Inc. (snack and
heaith food distributor), Minneapolis, Minneso-
ta: Consultant to General Trading Company,
Lakeville, Minnesota; member of Audit Commit-
tee and Affiliated Transactions Committee.

A. THOMAS HICKEY, age 49 Director since 1972; Investor, Los Angeles, Califor-
" nia; member of Audit Committee, Compensation
Committee and  Affiliated Transactions

Committee.

FRANCISCO A. LORENZO, age 49 .......cccccuoue. Director since 1972; Chairman of the Board (since
' - December 1985), Chief Executive Officer (since
June 1980) and President (June 1980 to Decem-
ber 1985 and since June 1986); Chairman of the
Board and Chief Executive Officer (March 1982
to December 1988) and President (September
1983 to April 1984 and July 1987 to January
1988) and Director (since November 1981) of
Continental: Chairman of the Board and Director
(since October 1986) of Eastern'; Chairman of the
Board and Director (since 1969) of Jet Capital;
member of Executive Committee.

SANFORD E. McCORMICK. age 58................ Director since 1981: Investor. Houston. Texas;
President (since November 1988) of MetFuel.
Inc.. Houston. Texas: President (since November
1987) of McCormick Resources. Inc.. Houston.
Texas: President and Chairman or the Board
(January 1984 to June 1985) of McCormick Pro-
duction Company, general partner of McCormick
0Oil & Gas Partnership (oil and production).
Houston. Texas: President and Chairman .of the
Board (1969 to April 1984) of McCormick Oil &

. Gas Co. and its affiliates (oil and gas exploration
and production). Houston. Texas: Director of
Texas Medical Center (oversight of Medical
Center properties a~ 1 their operations). Houston,
Texas: Director. ¢ naetra il Co.. F1. Worth,
Texas: Director. ..iemii <« ollection. Houston.

. Texas: member of Compensation Committee.




. Nameand Age

CARL R. POHLAD, age 74

.

'ROBERT D. SNEDEKER. age 47

JAMES W. WILSON. age 61 .........ccceoevenrierunnnee

Director since 1967; President and Director (since

prior to 1982) of the Marquette Bank Minneapo-
lis, N.A, aneazpolis, Minnesota; Director
(since March 1982) of Continental; Director

. (since March 1986) of Jet Capital; Director (since

Jan 1987) of Eastern’; President and Director
of Ba)nMShares ll.;_ ) tetl(I:m(::l':ulll_oldingeom-t_me
pany), Minneapolis, Minnesota; Chairman o

Board and Director of MEI Diversified Inc.
(snack and health food distributor), Minneapolis,
Minnesota; Director of TGI Friday's Inc. (restau-

. rantchain), Dallas, Texas; Chairman of Executive

Committee and Chairman of Compensation
Committee.

Director since 1982; Executive Vice President and

Treasurer (since June 1989); Senior Vice Presi-
dent and Treasurer (June 1980 to December 1981
and July 1982 to June 1989); Director (since
September 1989) of Continental: Director (since
January 1987) of Eastern': Secretary, Treasurer
and Director (since 1971) of Jet Capital: member
of Executive Commirtee.

Director since 1976 Senior Vice President (since

1979) and General Counsel and Director (since
1980) of Brown & Root. Inc. (engineering and
construction). Houston, Texas: Director (since
March 1982) of Continental: Director (since Jan-
uarv 1987) of Eastern’: Director (since March
1987) of Jet Capital: member of Executive Com-
mittee and Compensation Committee.

{1) On March 9. 1989, Eastern filed a petition for reorganization under Chapter 11 of the Federai
Banxruptcy Code (the “Code™) in the United States Bankruptcy Court for the Southern District
of New York (the “Bankruptcy Court™). From March 9. 1989 to April 18. 1990. Eastern operated
as a debtor-in-possession under the Code. On April 19. 1990. Martin R. Shugrue was appointed
5v the Bankruptcy Court as Trustee over Eastern’s Chapter {1 estate. and as such, Mr. Shugrue
has all the powers of the otficers and directors of Eastern to manage Eastern’s business during the

pendency ot Eastern’s Chapter |1 proceeding.

THE DIRECTORS RECOMMEND A VOTE “FOR™
THE ELECTION OF THE NOMINEES NAMED ABOVE.

Proxies wili be so voted unless a contrary iudication is made.



6.50% AND 12% DIRECTORS
(Proposal 2 on the Proxy Card) .

At the meeting, two directors.are to be elected to represent the 6.50% Preferred Stock and 12%
Preferred Stock to hold office until the next Annual Meeting of Stockholders or until their earlier
termination, all as described under “Record Date and Voting Securities.” The 6.50% and 12%
Directors are to be elected by the holders of 6.50% Preferred Stock and 12% Preferred Stock, voting
together as a single class. Of the nominees named below, orie is a current member of the Texas Air
Board of Directors and the other is a former member of the Eastern Board of Directors.

_ . Position: Business Experience;
Name and Age Committee Membershi
LINDSAY E. FOX. age 53 ...... Founder and Chairman of Linfox Group (since

1965) (transportation company), Melboumne,
Australia; Director of Eastern'-(June 1987 to
April 1990); Chairman, Continental Internation-
al Advisory Board (November 1984 to November
1987); Director of Coles Myer Limited (retail),
Melbourne, Australia; York Trailer Holdings Plc.
(trucking manufacturer), London, England; Pre-
mier Investments Limited (investment com-
pany), Melbourne. Australia.

Mr. Fox is the owner of 15.000 shares of the 6%%
Preferred Stock.

ROBERT GARRETT :ge 33...ccvciinnrccnccnccns Director from 1972 to 1974 and since 1979: Presi-
S Jent (since April 1986) of Robert Garrett & Sons
foin . Incorporated (financial services). New York. New
KT : York: Executive Vice President (1980 to Decem-
ber 1985) of Security Capital Corporation (real
estate and finance). New York. New York: Senior
Vice President of Smith Barney Real Estate Cor-
noration (1978 to March 1984) (real property
investment and management). New York. New
York: Director of Mickelberry Corp. (advertising
ind printing). New York. New York: Direc-or
of C. R. Gibson Company (producer of gi.is.
stationery_and memory items). Norwalk. Con-
-aecticut: Director of Reich & Tang. Inc. (invest-
ment management company). New York. New
York: member of Executive Committee and
Affiliated Transactions Committee.

111 See footnote, . 2nder ~Non-Preterred Stock Directors.”

‘THE DIRECTORS RECOMMEND A VOTE “FOR"
THE ELECTION OF THE NOMINEES NAMED ABOVE.

Proxies will be so voted unless a contrary indication is made.



6%% DIRECTORS
(Proposal 3 on the Proxy Card)

At the meeting, two directors are to be elected to represent the 6%% Preferred Stock to hold office
until the next Annual Meeting of Stockholders or until their earlier termination, all as described under
“Record Date and Voting Securities.” The 6%% Directors are to be elected by the hoiders of the 6%%
Preferred Stock.

Position; Business Experience:
Name and Age Committee Memberships
JAMES A. LAWRENCE, age 36 .........cccoeeuvaneees Chairman (since March 1983)'of LEK Partnership

(merger and acquisition advising business),

Massachusetts; Director (since May:

1989) of Southmark Corporation (banking and

financial services), Dallas, Texas; Vice President

and Partner (July 1977 to March 1983) of Bain &

Company (management consulting firm), Boston,
assachusetts.

GERALD TSAL JR., age 61 Director of Primerica Corporation (financial ser-
vices) since 1982. Chairman of Executive Com-
mittee (since 1988) of Primerica Corporation:
Chairman and Chief Executive Officer. Primerica
Corporation (January 1987 1o December 1988);
Vice Chairman of Primerica Corporation (June
1983 to February 1987); Director. First Gibraltar
Bank: Director, The Independent Investment
Company; Director. Montleigh Group; Director.
NAC Re Corporation; Director. National Clean-
ing Contractors, Inc.: Director. Rite Aid Corpora-
tion: Director. Sequa Corporation: Director. Uni-
versal Matchbox Group. Lid.

Mr. Tsai is the owner of 8.000 shares or the 6%%
Preterred Stock and 23.500 shares of the
Common Stock.

THE DIRECTORS RECOMM.i \ND A VOTE “FOR"
THE ELECTION OF THE NOMINEEF NAMED ABOVE.

Proxies will be so voted unless a contrary indication is made.
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Security Ownership -

The following table sets forth, as to each nominee for director of Texas Air and as to all current

and two former executive officers, as of January 31, 1990 (including the presidents of three principal
subsidiaries of the Company who are named in the Cash Compensation Table herein), collectively,
the “Security Ownership Executive Officer Group”, and nominees for director of Texas Air as a group,
such person’s or group’s beneficial ownership of equity securities of Texas Air and Jet Capital as of
January 31, 1990. The information as to each person has been furnished by him and each person has
sole voting power and sole investment power with respect to all shares beneficially owned by him,

except as otherwise indicated.
=—TH dacee,
e Qvrmed Beseficially Owned Beweficially
oo %ol W QA %o Comma %o voiss Comtu
Shaes  Causl) Powel) S  Clm(y St Comy) Posel) Sethio
Frank Borman(TX(6)........cccooromeueece 6.000 . . 0 hd 0 . . .
Jan Carlzon(16) ....ccveueecuuricarcasnnne - 5.000 * i 0 . 0 i ° *
Robert J. Camey(16).......oucuivcsnmcane 10.597 . . _0 . 0 . i .
Lindsay E. FOXevmmmrne. . 0 0 0 0o 0 o 0 0 0
Robert Gttt 16} ~384(8)  ® . ) . 0 . .
1. H. Handmake(16).....cowvvree 2000 ¢ . 9 0o - . .
A. Thomas Hickew16) .. 15600 ° . 0 v 0o ¢ . .
James A. Lawrence.........ccensccnsener o 0 ) 0 0 0 0 0 0
Francisco A. Lorenzo ........ceeene..e. 2.362.345(9)  5.9% 3% 1.930.500(10) 48.0% 390.000 “8.1% 38.7% $1.3%
Saniord E. McComickt 16) eeenenn, 13,200 . * ) . 0 . . .
2l R. PORIAG coomeereeveoecnsarmsaserrenne - 2.000 . . 3750011 14.0% 0 . 13.7%01D 12.5%
Robert D. Snedeker.........oooneeee. L1 R2IAID° . 273.300 2.9% §5,000 11.0% ".0% =&
vierad Tsaw Jr... oo s 3 K ) D ) D} 9 9 1)
ames W, Wilsonti 3 i %, —a— . * JI%i00 HER 1} . $.60 LY
il nominees ana the Exscutive

)ficer Group 123 DErsONS).cen.ne.. —.3"3.31414) "3% 8.3%14H 3082.650(15) 6.°% 345000 §9.0% TT0%1S) 78.0%

tl)

(4)

Less than 1%.

Computed on the basis of 40.267.643 shares of Common Stock outstanding on January- 31,
1990. pius. in each case. the number of respective shares which the person had the right to
acquire within 60 days of January 31. 1990. as indicated in the appropriate footnote.

Computea on the basis of 40.267.643 votes fu- shares of Common Stock. 256.037 votes for
zhares ot 6.30% Depositary Preferred, 471.232 votes for shares of 12% Depositary Preferred and
20.400.000 votes for shares »f Class A Common Stock outstanding on January 31, 1990. Does
not include the power 1o elect (i) Common Stock Directors. as to which holders of Common

" Stock. 6.50% Preferred Stock and 12% Preferred Stock are entitled to vote together as a separate

class. (ii) 6.50% and 12% Directors. as to which holders of 6.50% Preferred Stock and 12%
Preferred Stock are entitled to vote together as a separate class or (iii) 6%% Directors, as to
which hoiders of 6%% Preferred Stock are entitled to vote as a separate class.

(. smputed by dividing the number of shares in the “Jet Capital—Capital Stock Owned Benefi-
cially—No. of Class A Shares” column by 4.020.713 shares of Jet Class A outstanding on January
31. 1990.

Computed by dividing the number of shares in the “Jet Capital—Capital Stock Owned Benefi-
cially—No. of Common Shares” column by 499,220 shares of Jet Common outstanding on
January 31. 1990.

I



(5) Computed on the basis of 499,220 votes for shares of Jet Common and 20,103,565 votes for

(6)
o)
®

9

(10)

tn
112)
i13)

14)

il6)

shares of Jet Class A outstanding on January 31, 1990. .

Computed on the basis of 4,020,713 shares of Jet Class A and 499,220 shares of Jet Common
outstanding on January 31, 1990.

Mr. Borman owns 1,008 shares of Eastern’s 20% Participating Noncumulative Convertible
Preferred Stock (held in an Eastern employee trust), which represents less than 1% of the class. -

Includes 1,000 shares which are owned by Mr. Garrett’s children and to which shares Mr. Garren
disclaims beneficial ownership and for which shares he has no voting power.

Includes 1,240,467 shares of Common Stock that Mr. Lorenzo had the right to acquire within
60 days upon exercise of stock options. Also includes 100,000 shares of Common Stock and
2,040,000 shares of Class A Common Stock (convertible into 1,020,000 shares of Common
Stock) beneficially owned by Jet Capital, of which Mr. Lorenzo is a principal stockholder. Mr.
Lorenzo disclaims beneficial ownership of shares held by Jet Capital. If the amouynts of Common
Stock and Class A Common Stock beneficially owned by Jet Capital are excluded from these
calculations, Mr. Lorenzo owned 1,242,345 shares (including 400 shares held by members of
his family and as to which shares Mr. Lorenzo disclaims beneficial ownership) (3.1% of the
class). Also includes 1,335 shares of Common Stock held by an employee benefit plan for Mr.
Lorenzo's benefit, none of which shares may be voted by Mr. Lorenzo and all of which shares
may only be withdrawn under certain limited circumstances.

Includes 88.000 shares which are owned by Mr. Lorenzo’s children and as to which shares Mr.
Lorenzo disclaims beneficial ownership. 1f Mr. Lorenzo were to convert all his Jet Class A into
Jet Common and assuming no other conversions of Jet Class A, Mr. Lorenzo would own
beneficially 95.5% of the Jet Common and his Jet Capital voting power would be 18.0%.

Includes 530.750 shares owned. directly or indirectly, by members of Mr. Pohlad's family and
his atfiliates and as to which shares Mr. Pohlad disclaims beneficial ownership.

Includes 99.333 shares of Common Stock that Mr. Snedeker had the right to acquire within 60
days upon exercise of stock options. ’

In addition. Mr. Wilson has 1.669 votes for shares of 6.50% Preferred Stock and 2.100 votes for
shares of 6%% Preterred Stock. wnich is iess than 1% of the respective classes. .

Includes 1.12C.000 shares of Common Stock beneficiaily owned by Jet Capital and 1.621.281
shares of Common Stock that certain officers and directors had the right to acquire within 60
Jdays upon exercise of stock options. If such shares held by Jet Capital are excluded. the nominees
for director and the Security Ownership Executive Officer Group owned 1.308.414 shares of
Common Stock (4.5% of the class) as of January 31. 1990. Also inciudes 5.673 shares held by
empioyee benefit plans for the benetit of certain individuais in the Group (inciuding 1.3335 shares
for Mr. Lorenzo). none of which shares may be voted by such individuals and all of which shares
may be withdrawn only under certain limited circumstances.

If all nominees for director and the individuals in the Security Ownership Executive Officer
Group as a group were to convert all their Jet Class A into Jet Common and assuming no other
conversions of Jet Class A. all nominees for director and the Security Ownership Executive
Officer Group as a group would benericially own 98.5% of the Jet Common and their voung
power would be 42.6%.

Includes 3.000 shares of Common Stock which Messrs. Borman, Carizon. Carnev Handmaker.
Hickev, McCormick. Pohlad and Wilson each had the right to acquire within 60 davs upon
exercise of stock options granted under the 1989 Stock Option Plan for Nonempioyee Directors.
{See *Texas Air Stock Option Plans— 1989 Stock Option Plan jor Nonempioyvee Directors.™)
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Texas Air Board of Directors and Committees

Meetings of the Board of Directors are held periodically, including an organizational meeting
following the conclusion of the Annual Meetmg of Stockholders. The Board may also hold special
meetings on call. The Board held nine meetings in 1989,

Compensstion of Directors

. Directors who are not employees of the Company or any of its subsidiaries receive a monthly
retainer of $1,333.33 for serving as a member of the Board of Directors. The chairmen of the board
committees also receive additional annual retainers of $2,000 each. Nonemployee directors receive
$1,500 for each regular or special Board meeting and committee meeting (other than telephonic
meetings) which they attend. In addition, nonemployee directors of the Company patticipate in the
1989 Stock Option Plan for Nonemployee Directors (see “Texas Air Stock Option Plan—1989 Stock
Option Plan for Nonemployee Directors.”)

Committees of the Board

The standing committees established by the Board of Directors to assist it in the discharge of its
responsibilities are described below. The biographical information on the current directors, set forth
above. identifies the committee memberships held by each director.

The Executive Committee consists of five members. three of whom are nonemployee directors.
Its principal function is to exercise the powers of the Board of Directors in the direction of the business
of the Company when action is required between Board meetings. The Executive Committee held
four meeungs in 1989.

The Audit Commmee consists of four nonemployee directors. During the vear, it consults with
management and the independent public accountants on matters related to the annual audit, the
published financial statements. and the accounting principles and auditing procedures being applied.
It meets with the Company’s independent public accountants after vear-end to discuss the results of
their audit and submits to the Board of ‘Directors any recommendations requiring Board approval.
including the appointment of an accounting firm for the upcoming year. The Audit Committee
. authongzes all audit and other professioaal services rendered by the accounting firm and periodically

reviews its mdepenoence It periodically reviews the Company’s system of internal accounting controls
“and the Company’s policies on business practices and ‘reports on these matters to the Board of
Directors annuaily. The Audit Committee held three meetings in 1989.

The Compensation Committee consists of four nonemployee directors. The pr:ncipal functions
of the Compensation Commuttee are establishment of compensation and all other matters relating to
smoiovment for corporate officers and the administration of the Company’s 1979 Stock Option Plan
ind otner stock ootion and purchase plans. The Compensation Committee held five meetings in

1IN0

The Affiliated Transaction Committee consists of five nonemployvee directors who are unathiliated
with Jot Car al.” The principal function of the Affiliated Transaction Committee is to consider.
authorize ano approve any agreement, arrangement or transaction involving Texas Air and Jet Capital.

The Company does not have a standing nominating committee.

Attendance at Meetings

During 1989. each director of the Company attended more than 75% of the sum of the total
number of meetings of the Board and each committee of which he was a member held during the
period tor 1989 during which he was a director or such a member.
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CompemﬂonofExeuﬂnOﬁdm .

The following table sets forth information for 1989 with respect to cash compensation (including
cash bonuses) for services to the Company and its subsidiaries paid to (i) each of the five most highly
. compensated executive officers of the Company (including one cusrrent and two former executive
officers of subsidiaries of the Company who are or were not officers of the Company but are listed in
the table below) as to whom cash compensation exceeded $60,000 and (ii) the 14 persons as a group
who were executive officers of the Company at any time during 1989 (including the three oﬁcexs of
subsidiaries referred to above).

Name of Individual Principal
or Number of in Which Cash
Persons in Growp Served 1989 Compensation (1)
D. Joseph Corr(2) Chairman of the Board and Director
of Continental $ .800,028(2)
Francisco A. Lorenzo Chairman of the Board, Chief Execu-
- tive Officer, President and Director
of the Company; Chairman of the
20ard, Chief Executive Officer and
Jirector of Continental; Chairman
of the Board and Director of Eastern 698,200(4)
Phil Bakes(3) President, Chief Execnnve Officerand
Director of Ea: 375.417(4)
Robert D. Snedeker Executive Vice medem Treasurer
and Director of the Company; Di-
rector of Continental and Eastern 345.837
Richard E. Murray Chairman of the Board, Chief Execu-
tive Officer and Director of S stem
. One Holdings, Inc. (“System 261.325(4)
All executive officers as a group
1 14 persons) (the “Executive Officer
Group™)....... : _ 5.662.003(~

1) Does not include $17.781. $12.954 and $200.382 of relocation-related expenses reimbursed to or
paid on behall of Messrs. Corr. Murray and the group, respectively; also does not include the
purchase by the Company of certain stock options from Mr. Snedeker and the Executive Officer
Group (see “Texas Air Stock Option Plans—1979 Stock Option Plan™).

i2) Mr. Corr served as Chairman of the Board and Director of Continental from December 1988 to
October i 989.
:3) Effective Apnl 20. 1990, Mr. Bakes resigned as President and Chief Executive Officer of Easter .

i4) Includes amounts naid by Continental, Eastern and System One. as applicable. for se.vices
rendered to such companies.

Mr. Bakes' employment contract with Texas Air runs through August 1993 at a minimum annual
salary of $425.000. Upon termination of his contract without cause (as defined), Mr. Bakes will be
2ntitled 1o $800.000. one-half of which is payable upon such termination and the balance in 12
- nstallments commencing |3 months after termination. Effective April 20. 1990. Mr. Bakes resigned
as President and Chief Executive Officer of Eastern. and is currently discussing his employment with
Texas Air.

Mr. Snedeker renewed his employment contract during 1989 which currently runs through August
1993, at a minimum annual salary of $250,000. Upon termination of his contract without cause (as
defined) or upon the Company’s failure to renew his contract, Mr. Snedeker will be entitled to (i)
immediate payment of an amount equal to his salary and any bonus paid for the preceding year, and
(ii) a similar amount paid in 12 installments commencing 13 months after termination. Mr. Snedeker
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was appointed Executive Vice President of the Company in June 1989. Another member of the
executive officer group renewed his employment contract durmg 1989 on terms and conditions similar

to Mr. Snedeker’s.

Effective January 1, 1986, Mr. Lorenzo and the Company entered into an employment agreement
having an initial term of seven years. The agreement is automatically extendable so that the term
will at all times be at least five years unless the Company or Mr. Lorenzo elects not to extend. The
agreement provides for (i) a salary of $365,000 per year, increased annually by a percentage not less
than the average of the percentage salary increases received by the two next most highly paid officers
of the Company, (ii) annual bonuses equal to 1% of the Company’s consolidated net income to
$25,000,000 and 0.5% of the Company’s consolidated net income from $25,000,000 to $100,000,000,
and (iii) a $1,000,000 life insurance policy payable to Mr. Lorenzo’s beneficiaries. In most instances
of termination of Mr. Lorenzo's employment, Mr. Lorenzo will be entitled to. receive his salary and
certain bonuses for the remainder of the term of the agreement. The agreement provides that following
termination of his employment Mr. Lorenzo shall not compete with the Company during such period
as he receives payments pursuant to the agreement. The agreement provides that it will be binding
upon any corporation into which the Company merges or to which the Company sells all of its assets.
In addition, Mr. Lorenzo has a Family Protection Agreement with Texas Air, which provides that
upon the death of Mr. Lorenzo while employed, his beneficiary will be paid 50% of his salary for 10
vears, adjusted for increases in the cost of living. Mr. Lorenzo is also covered under a deferred
compensation arrangement approved by the Board of Directors pursuant to which approximately
$570.300 of deferred compensation has been accrued since inception of this arrangement in 1983
(5152.615 of which deferred compensation was accrued in 1989). Under the arrangement, the deferred
compensation would be paid to Mr. Lorenzo in the event of the termination of his employment or to
his beneficiary in the event of Mr. Lorenzo’s death.

Texas Air Stock Option Plans

Option Grants and Exercises. The following table shows, for those &ecutwe officers named in
the table and the individuals in the Executive Officer Group, information with respect to stock opnons
granted under the Texas Air Stock Option Plans during the periods indicated.

Executive

Officer

Francisco A. Phil .D. Joseph Robert D. Richard E. Group
Lorenzo Bakes(2) Com3) Saedeker Murray i 14 persons)

Grantea January i. 1989—
January 3. i990: '
*‘umoer of options( 1)............. " 500.000 30.00n 650.000 200.000 —_— 1.497.500
veighted average per share ’

IXEICISE DI'CE ovevvecenansrsessssns S IL87S S 12875 S 11.878 $13.9375 — 5 12325

£xercised January i 989—
january 31, !990; -
Number of options ................. —_ 27.000 130.000 = 17.000 194,133

Net vaiue reaiizea of shares

{market vaiue iess exercise )
PIICE) e nereeeireeecsersmesensnsesasnnanss —_— 282875 $162.500 — $59.500 S 721.380

Terminations and Cancellations
January 1. 1989—
January 31. 1990:
Number ol options — — 320.000 —_ - £20.000

(1) Messrs. Lorenzo and Snedeker were granted options to purchase 500.000 and 200.000 shares.
respectively. at prices ranging from $11.875 to $15.00 per share. Upon full vesting and exercise
of these options, bonuses equal to one-half of the exercise price of the options will be paid to these
individuals. the receipt of which is subject to the fulfillment of certain conditions, including

continuity of employment.
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(2) Effective April 20, 1990, Mr. Bakes resigned as President and Chief Executive Officer of Eastern.

(3) Mr. Corr served as Chairman of the Board and Chief Execuuve Oﬁeer of Continental from
December 1988 to October 1989,

1979 Stock Option Plan. In June 1979, the Company adopted a stock option plan (the “1979
Plan™) under which shares of Common Stock could be issued to key employees of the Company and
its subsidiaries pursuant to options, including Incentive Stock Options (“ISO’s™) within the meaning
of Section 422A of the Internal Revenue Code and options that do not qualify as ISO’s (“Non-ISO’s™),
or stock appreciation rights (“SAR’s”). Options granted under the 1979 Plan may be exercisable for
a term of up to 10 years (11 years for Non-ISO’s). In December 1985, the Compensation Committee
decided that all then existing and future options under the 1979 Plan would become immediately
exercisable in the event of a change in control (as defined) of the Company unless the specific option
grant otherwise eliminated or modified the applicability of this provision. In all cases, however, .
options may not be exercised for at least six months from the date of grant. No SAR’s have been
granted pursuant to the 1979 Plan, and the Board of Directors of the Company does not intend to do
so. The expiration date of the 1979 Plan is April 30, 1995.

The 1979 Plan, which ongmally provided for the issuance of 300,000 shares of Common Stock
has been amended several times since its adoption to, among other things, increase the number of
shares of Common Stock available for issuance under the 1979 Plan. The number of shares of
Common Stock currently permitted to be issued under the 1979 Plan is 6.000,000.

From January 1. 1989 to January 31, 1990, all emplovees other than the individuals in the
Executive Officer Group‘were granted options to p: rcr- 1se 224,500 shares of Common Stock at a
weighted average exercise price per share of $13.33. From January 1. 1989 to January 31. 1990.
options to purchase a total of 233.272 shares of Common Stock with a weighted average exercise price
per share of $10.22 were terminated or canceled and options to purchase a total of 167.017 shares of
Common Stock were exercised at a weighted average exercise price per share of $9.03 and an aggregate
net value realized of $902.298. with respect to all employees other than the individuals in the Executive
Officer Group. On January 31. 1990. options to purchase a total of 3.794.221 shares of Common
Stock were outstanding at a weighted average option exercise price per share of $10.53. The options
are exercisadle througn October 24, 1999. There are options for a total of 2.244.667 shares :n the
1979 Plan which. when fully vested and exercised. entitle the optionees 1o bonuses equal to onc-naif
the exercise pnice of the options. Messrs. Lorenzo. Bakes. Snedeker and certain members of the
Zxecutive Officer Group have options to purchase 1.525.000. 103,000. 315.000 and 123.000 shares.
- -aspectively. at pnces ranging from 39.25 to S15.00 which are subject to such bonuses. Three
2mpiovees who are not included in the Executive Officer Group have options to purchase 178.667
snares at ¢ .ces ranging from §9.25 to $12.87%. which are subject to the bonuses. Receipt of the bonus
's subject 1o the fulfillment of cert=in conait- 1s.ir  .ling ccnunuity of emplovment. On Seotember

3. 1989. Texas Air purchased £3.300 optio..s Iror Snec <erfor $772.037 . d 1069340 .ons
‘rom the Executive Officer Group for $1.343.452. .n =ach case reflecting the sprea. between the
exercise price of the purchased options and S! 3.875 per share. the closing price ot such shares on the
American Stock Exchange on the trading day immediately preceding such purchase. As of January
31. 1990. approximately 200 emplovees were entitled to participate in the 1979 Plan. Nonemplovee
directors of the Company are not entitled to participate in the 1979 Plan.

Texas Air 1983 Continental Stock Option Plan. On September 30. 1983, the Board of Directors
of the Company adopied. and in June 1984 the stockholders of tae :mpany approved. the Texas
Air 1983 Continental Stock Option Plan (the =!983 Plan™). The 19&. Plan provided for the grant to
xey emplovees of the Company and Continental of options to purchase up to 750.000 shares or the:
Common Stock of Continental. Options granted under the 1983 Plan become exercisable upon a
change of control (as defined) of Texas Air. Nonemployee directors of the Company are not entitled

to participate in the 1983 Plan.

On February 6. 1987. the effective date of the merger of Continental into a wholly-owned
subsidiary of Texas Air (the “Continental Merger™), each outstanding option under the 1983 Plan was
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converted into an option to purchase eight-tenths of a share of Common Stock for each share of
Continental Common Stock subject to such option, at a per share exercise price equal to 125% of the
option price of such.option. The ratio of eight:tenths reflects thé ratio of the closing prices of Texas
Air Common Stock and Continental Common Stock on the last trading day prior to the date the
Continental Merger was initially proposed. From January 1, 1989 through January 31, 1990, no
options were granted pursuant to the 1983 Plan. During such period, options to purchase 36,500
shares of Common Stock were exercised by all employees other than the individuals in the Executive
Officer Group at a net value realized (market value less exercise price) of $445,170. As of January
31, 1990, opuons to purchase 101,430 shares of Common Stock were outstanding at a weighted
average exercise price per share of $3.98. :

1989 Stock Option Plan for Nonemployee Directors. During 1989, upon reeomdatlon by
Texas Air management, the 1989 Stock Option Plan for Nonemployee Directors (the “Directors’
Plan™) was adopted and approved by stockholders of Texas Air. The Directors’ Plan provides for the -
grant of options to nonemployee directors, subject to certain conditions, at a price pér share equal to
100% of the fair market vilue of a share of Texas Air Common Stock on the date the option is granted.
The aggregate number of shares which may be issued pursuant to the Directors’ Plan is 300,000,
subject to certain ad_;ustmems. Options to purchase 225,000 shares at an exercise price of $12.50 per
share were granted in 1989 to each of the Nonemployee Directors of Texas Air, which options vest
in equal instaliments over five years.

Other Options

Texas Air and its subsidiaries also maintain a-number of other benefit plans for emplovees of
Texas Air and its subsidiaries. No individual in the Executive Officer Group participates in any of
the plans described below. Under the 1982 Stock Option Plan of New York Airlines. Inc.. as of

'January 31. 1990. there were outstanding options to purchase 34.915 shares of Common Stock. at
. exercise prices ranging from $5.82 to $18.22 per share (a weighted average exercise price per share of
$16.62) with expiration dates ranging from April 1. 1992 through May 21. 1994. Such options are
held by 18 persons. Under the Eastern Air Lines. Inc. 1979 Stock Plan. as of January 31. 1990. there
were outstanding options to purchase 4.548 shares of Common Stock. at exercise prices ranging from
$32.27 1o S41.0l per share (a weighted average exercise price of $33.93 per share) with expiration
Jates ranging frrom May 20. 1990 through October 21. 1990. Such options-are held by seven persons.
. dJer the 1983 Continental Airlines Corporation Stock Option Plan. as of January 31. 1990. there
were outstanding options to purchase 20.000 shares of Common Stock at exercise prices ranging from
$9.%5 10 $16.25 per share (a weighted average exercise price per share of $13.00) with expiration dates
ranging rrom December 11. 1994 to December 1 1. 1995. Such options are held by three persons.

Continental Profit Sharing Plan

The Board of Directors of Continental in late 1983 adopted an incentive compensation plan tor
ail emplovee or Continental. This plan is keved to the profitability of Continental and provides that
a cenain percentage of Continental’s net protits (as defined) on a sliding scale (up to 25%) be distributed
0 emplovees of Continental. Fifty percent of the profit sharing contribution is 100% vested when
made and. at the option of the employee. may be taken in cash or invested in Texas Air Common
Stock or severai independently managed investment funds. The remaining 50% is invested in Texas
Air Common Stock and vests over seven vears. No contribution to the Profit Sharing Plan was made
in 1989 and none is due in 1990 with respect to the 1989 vear.

Continental Retirement Plan

The Conunental Retirement Plan. which was adopted by Continental in [988. subject to receipt
of' a determination by the Internal Revenue Service of the plan’s qualification. is a noncontributory
defined benefit pension plan. Substantially all domestic employees- of Continental and certain
designated subsidiaries. other than temporary emplovees. are eligible to participate in the plan.

_ Employees hired on or after July 1. 1989 must have one year of service in order to participate.
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A participant’s annual benefit eomm-cmg at or after the normal retirement age of 65 (60 for
pilots) is equal to 1.19% of the participant’s final average compensation plus 0.45% of the participant’s
final average eompensanon in excess of the average Social Security wage base, muitiplied by the
participant’s years of participation up to a maximum of 30 years. Final average compensation means
the participant’s highest five consecutive years of compensation during the last 10 calendar years with
Continental after January 1, 1984. Compensation includes regular pay, shift differential and
gainsharing, but excludes bonuses, overtime, profit sharing distributions, severance pay, incentive or
other special forms of pay.

A participant who has attained age 50 and satisfied certain service requirements may elect to
receive an early retirement benefit of equivalent actuarial value. Participants who terminate employ-
ment before they are eligible to retire will receive benefits as described above only if they have at least
five years of service. Requirements of the Internal Revenue Code of 1986 (the “Internal Revenue
Code™) may in certain circumstances limit the benefits payable under the plan to an amount which is
less than that described above. The plan permits participants to elect a reduced retirement benefit in
return for the plan’s providing a death benefit to the participant’s spouse in the event of the participant’s
death prior to retirement. The plan also provides certain benefits in the event of a participant’s
disability.

The following table represents the estimated benefits payabie per year for life to employees under
the plan, assuming normal retirement in the current year, and the employee elects a single life annuity.

Years of Participation

Final Average

Compensation .8 10 8 20 LI
$100.000....... S 7836 S15.684° :.5,532 $31.380 $39.228 $47.076
$125.000.... 9.897 19.974 29.690 39,587 49,484 59.381
5150.000 11.947 23.894 35.840 47.787 °  59.734 71.681
$175.000.......ccceimeeencnricesencnene 13.997 27.994 41,990 55.987 69,985 83.981
3200.000 and above.............. 16.047 52.094 48.140 64.187 80.234 96.281

The values retlected in the above table represent the appiication of the plan formula to the
specified amounts of compensation and vears of participation without regard to Internal Revenue
“ode maximums. Of all the executive officers in the Executive Officer Group, oniy “{r. Lorenzo 1s
iigible to participate in the plan. The final average compensation under the- plan .or each of the
:ndividuals included in the compensation table set forth above 1s not substantially different than the
amounts set forth in the table. Mr. Lorenzo has less than two vears of participation.

‘as.ern Emplovee Benefit Plans

Oificers of Eastern iwith certain exceptions) are eligible to participate in Eastern’s tixed benefit
-etirement plan that appiies to all salaried non-contract emplovees . he “Non-Co:tract Fixed Benent
Plan™). Of all the individuals in the Executive Officer Group. only Mr. Bakes is eiigible to participate
:n the Non-Contract Fixed Benetit Plan and as of December 31. 1989. Mr. Bakes had 2.2 years or
credited service thereunder. Currently. participants in the Non-Contract Fixed Be' 25it Plan accrue
~enetits annually of 1.65% of the first $14.200 in Annual Earnings (as defined) pius 2% of Annual
Earnings over $14.200. however. the Non-Contract Fixed Benefit Plan was amended effective August
.. 1989 1o treeze benefit accruals through December 31. 1990.

Officers of Eastern generally are also eligible to participate in Eastern’s variable benefit retirement
oian that applies to all salaried Non-Contract Employees (the “Non-Contract Variable Benefit Plan™).
Under this plan. participants are permitted to contribute up to 10% of atter-tax salary to an investment
fund and to withdraw. at any time. the value of their own contributions.

Officers of Eastern are also eligible to participate in Eastern's Non-Contract Investment Plan.
Under this plan. participants can contribute to various investment vehicles up to 10% of salary on a
pre-tax basis pursuant to Section 401(K) of the Inter al Revenue Code.
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In.addition to the above, officers of Eastern who retire as active Eastern officers are eligible to
receive pension benefits under the Supplemental Executive Retirement Plan (“SERP™). Annual
benefits generally accrue under SERP at themeofz%ofanoﬁeer’saverauesmryofkeeord in the
highest three consecutive years of employment ‘out of the final five years of employment (“Final
Average Earnings”) for each year of service as a staff officer and 3.5% of an officer’s Final Average
Earnings for each year of service as a corporate officer. The annual benefits are based on the above -
accruals, with SERP providing the annual benefits in excess of those provided by Eastern’s Non-
Contract Fixed Benefit Plan, but are limited to 55% of the staff officer’s or 62% of the corporate
officer’s Final Average Earnings. SERP benefits are due and payable from Eastern on a current basis
after the officer’s retirement. Participants are permitted to receive SERP benefits following an early
retirement, disability retirement or deferred retirement. Eastern stopped paying SERP benefits as a
result of its filing under Chapter 11. Participants have an unsecured claim for pre-petition accrued

but unpaid benefits.

The following table sets forth emmated total annual retirement beneﬁts payable upon normal
retirements under Eastern’s Non-Contract Fixed Benefit Plan and SERP retirement plans to officers
of Eastern in specified compensation and years-of-service classifications. These amounts are based
on a single life annuity form of payment and exclude amounts resulting from payments under Eastern’s
Non-Contract Variable Benefit Plan. Officers may elect alternative annual payment methods, which
affect the amount of such annual payments. .

Years of Pension Service(2)

Final Average .
Earnings(l1) - 15 20 25+
S 50.000 . § 20,625 $ 27,500 S 31.000
$125.000 : N . 51.563 68.750 71.500
$200.000........... reesenensensenene - 82.500 110.000 124.000
$275.000.... eersesesnetenssanseneaas 113.438 151.250 170.500
* §350.000.... reeeenssene 144.375 192.500 217.000
S425.000........ccoisrrninisiesiesmsisenssesissesinisaisesisnsnsaessesesns 175.313 233.750 263.500
$500.000........... rresstaeat s s a et nane 206.250 275.000 300.000

+1) Final A verage Earnings represents average Salary of Record in the highest three consecutive years

- Jrempioyment out of the last five vears. .

+2} Assumes that retiring officers servea their entirc :zmpiovment as officers of Eastern. the first half
as staff otficers and the second half as corporate officers. The credited years of pension service.
15 of December 31. 1989. for Mr. Bakes was 2.2. Amounts shown in this chart are not subject to
any Sociai Security offset.

Sastern has a compensation incentive pros m for the officers of Eastern. which program wa
suspended upon the filing by Eastern or its Chapier 11 petition. Under this compensation incentive
arogram, officers of Eastern are eligible tor annuai incentive payments that are apportioned according
:0 Eastern’s profitability and performance against goals and the individual officer’s performance
against goais. There were no payments for 1989 under this compensation incentive program. Of the
:ndividuals 1n the Executive Officer Group: only Mr. Bakes is eligible to participate in this program.
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Indebtedness of Management

The following table sets forth (i) the largest aggregate amount of indebtedness (by individual note)
outstanding during the period from January 1, 1989 to January 31, 1990, and (ii) the outstanding
indebtedness on each individual note as of January 31, 1990, of the members of the Executive Officer
Group and directors of the Company who owe the Company or any of its subsidiaries in the aggregate

in excess of $60,000. '
Amosat
m Amount of
Name and Position 1/1/89 to 1/31/90 on usm'?
Francisco A. Lorenzo '
Chairman of the Board, :
Chief Executive Officer, :
President and Director $ 350,000(1) $ 250,000
Robert D. Snedeker
Executive Vice President,
Treasurer and Director 69,350(2) —_
250,000(3) 200,000
Charles T. Goolsbee
Senior Vice President,
General Counsel
and Secretary 1.610(2) —
: 220.000(3) 185.000
25.000(4) —
254,083(4) —
Robert R. Ferguson. 11
Vice President 103.500(5) 82,750
Phil Bakes '
President. Chief Executive
Officer and Director of Easternta) 400.000(3) 400.000
: 108.000(6) 102.000
250.000(7) 137,700
200.000(8) 200,000
Richard E. Murray
Chairman or the Board.
Chier Executive Officer and
Direct-- - O SYSIEM ONEe .....cocceeerrerrernrrerenereessanssnssanssnsosnanst 25.000(9) 2.000
100.000(10) :100.000
D. Jusepn Corr '
Chairman or the Board
and Dir_ector OF ContINental{bi..ccoceeeecreereriraranesscnsnanersnnene 1.543.750(11) 1.543.750

(a)
by

th

t2)

(3)

Effective April 20. 1990. Mr. Bakes resigned as Presicent and Chief Executive Officer of Eastern.

Mr. Corr served as Chairman of the Board and Director of Continental from December 1988
to October i -39. .

This indebtedness was incurred in 1984 and 1985 principally in connection with the acquisition
ot stock and is evidenced by non-interest-bearing notes payable on demand.

This indebtedness was incurred in connection with the exercise of stock options. bore interest
at Y% per annum and was repaid in 1989.

This indebtedness was incurred pursuant to the renewal of the executive's employment contract
and is evidenced by a note bearing interest at 3% per annum maturing in 1995. Upon termination
of emplovment (as defined), these notes must be collateralized. In addition, Mr. Bakes has the
option. upon termination. to amend his note to bear interest at 12.5% per annum with a maturity
date three vears from such termination. '
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(4) This mdebtedness was mcurred in 1989 in connection with relocation, was non-mterest-bunng
and was repaid upon the sale of his previous residence.

(5) This mdebtedness was incurred in 1986 in connection with the purchase from the Company of
* Jet Class A, bears interest at 7.32% per annum and niatures in 1991. -

" (6) This indebtedness was incurred in 1986 and 1987 in connection with relocation, bears interest
at 6% per annum and matures in 1991.

(7) This indebtedness was incurred in 1988 bears interest at 8.85% per annum and matures in
1993.
- (8) This mdebtedness was incurred in 1989, bears interest at 8 85% and matures in 1993

(9) This indebtedness was incurred in 1988. is non-interest-bearing and will be forgiven upon
involuntary termination or if he remains continuously employed by System One through March
1991.

(10) This indebtedness was incurred in 1988 in connection with relocation, was non-imerest-bearing
"+ through 1988, and at 9.01% thereafter, and is payable upon the sale of his previous residence.

(11) This indebtedness was incurred in connection with the exercise of stock options, is secured by
130,000 shares of Common Stock purchased through the exercise of a-stock option; is non-
recourse, bears interest at 10.5% and matures in October 1990.

Certain Transactions

Prior to April 1, 1989. certain officers of Jet Capital (none of whom were officers of Texas Air)
who performed services for Texas Air were treated as Texas Air employees. Texas Air billed Jet
Capital on a monthly basis for the salaries. employee benefits and certain overhead expenses for the
portion of time spent by these employees on Jet Capital business as well as for-services provided by
Texas Air employees to Jet Capital. During 1989, such charges from Texas Air to Jet Capital
aggregated approximately $146.000.

Beginning on February |. .989. Jet Capital agreed. at Texas Air’s request. to provide financial
advisory services to Texas Air for a monthly fee of $35.000. including financial advice and assistance
. on purchase and sale transactions which Texas Air may propose or contemplate from time to time.
[f Jet Capitai 1s retained for a specific transaction. Texas Air has agreed to pay Jet Capital an additional
tee of up 1o ‘s or 1% of the considerauon paid or received by Texas Air. contingent upon successful
sompietion of :he proposed transaction and confirmation by the Affiliated Transactions Committee
Jr t=2 Texas Air Board of Directors.

73t Capital acted as financial advisor and provided other assistance to Texas Air and Eastern in
<onnection witn Eastern’s proposed sale or'its Air Shuttle division. For such services. Jet Capital was
aaid tees aggregating $1.050.000 in 1989. It is not contemplated that Jet Capital will be involved in
Ny rurtner t-ansactions involving the disposition of Eastern assets.

During 1¥3Y, Texas Air guarantied loans of certain executive officers of Texas Air or its subsidiunes
:n amounts aggregating approximately $200.000. which guaranties expired in March 1989.

=rom ume to time. the Company has made low or non-interest-bearing loans to various executive
officers in the Zxecutive Officer Group. Using Texas Air's average interest cost for borrowed money
Jduring 1989. Messrs. Corr. Lorenzo. Bakes. Snedeker. Murray and all individuals in the Executive
Officer Group saved $2.8035. $10.679. $27.433. §10.340. S4.393. and $75.149. respectively, with
respect to sucn ivans. {See "Indebtedness of Management.”)

Certain Legai Proceedings

in February 1987. a person who alleges he is a stockholder of Texas Air filed an action in the
Delaware Chancery Court. entitled Schreiber v. Bakes. et al.. naming as defendants Texas Air, Jet
Capnal and centain present and former directors and officers of Texas Air (including Messrs. Carney,.
‘Garrett. Handmaker. Hickey. Lorenzo. McCormick. Pohlad. Snedeker and Wilson). The action
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challenges, among other things, (i) certain sales by Texas Air of shares it owned of capital stock of
Continental and New York Airlines, Inc. (“New York Air”) (formerly a majority-owned subsidiary of
Texas Air and now a wholly-owned subsidiary of Continental) and certain sales of shares by CCS
Automation Systems, Inc. (“CCS™), a wholly-owned subisidiary of the Company at the time in question,
to certain of the individual defendants, (ii) loans niade by Texas Air in connection with the transactions
described in clause (i) and the subsequent repurchase of such shares of New York Air and CCS by
Texas Air at a profit to such individuals, (iii) certain other loans from Texas Air to the other defendants,
and (iv) certain arrangements pursuant to which Texas Air made joint investments with Jet Capital.
In August 1989, the plaintiff in this action amended his complaint to also challenge (i) Jet Capital’s
role as financial advisor to Texas Air and Eastern in connection with Eastern’s sale of its Air Shuttle
division, and (ii) an agreement between Jet Capital and Texas Air relating to general financial advisory
services. The action charges, among other things, that such transactions were improper and lacked a
legitimate business purpose and seeks an accounting to Texas Air from the other defendants. The
defendants have advised Texas Air that they have valid and substantial defenses to these charges.

In July 1987, the Air Line Pilots Association (“ALPA") filed a complaint against Eastern in the
United States District Court for the District of Columbia (the “D.C. District Court™) alleging, among
other things, that Eastern, acting in concert with Texas Air, has transferred routes, aircraft, and other
assets to various other Texas Air subsidiaries in violation of the Railway Labor Act (the “RLA”™). The
complaint seeks unspecified money damages and. among other things, an injunction directing Eastern
to take all action necessary to restore the parties to their respective positions prior to the alleged
unlawful conduct. In February and March 1988. the Transport Workers Union of America (the
“TWU™) and the Intemnational Association of Machinists and Aerospace Workers (the “IAM™),
respectively, filed similar actions in the D.C. District Court. These actions have been consolidated
with the ALPA action described above. The action by the IAM also includes. among others. Messrs.
Lorenzo. Pohlad. Snedeker and Wilson. Texas Air. Jet Capital and System One as defendants. The
defendants have filed 2 motion to dismiss the ALPA complaint or. in the alternative. for summary
rudgment with respect thereto. and haveiled a motion to dismiss the IAM complaint.

A shareholder derivative action. entitled Gioia v. Texas Air Corporation. et al.. was filed in the
Delaware Chancery Court in December 1987. against. among others. Texas Air. Jet Capital. Messrs.
~orenzo. Pohlad. Snedeker and Wilson. The lawsuit. brought by a holder of several series ot Eastern
areferred stock. but funded by ALPA. alleges breach of fiduciary duty of loyalty, waste of corporate
sssets and breach of Eastern’s Centificate of Incorporation. Plaintiff seeks. among other things. (1) an
srder (i) temporarily restraining defendants from causing Eastern to transter any assets to Texas Air
sr any of its subsidiaries: and (ii) rescinding the sale & . Eastern of two computer subsidiaries. and (2)
snspecified damages and costs. including reasonable attorneys’ fees. The detendants moved to dismiss
:he complaint and plaintiffs filed a motion for a preliminary injunction. in June 1989, the defendants
-emoved the suit to the United States District Court for the District of Delaware.

In May 1988. Eastern and Texas Air filed a suit in the United States District Court for the
southern Distnict ~ Florida (the “Florida District Court™) against. among others. ALPA and the IAM
alleging that the fendants violated the Racketeer Influenced and Corrupt Orga; zations Act
"RICO™). the compara . Florida state statute. and various aspects of Florida common law by
zngaging in a concerted plan to so damage Eastern that Texas Air would be forced to sell Eastern 1o
\LPA and the 1AM at a bargain price. The suit seeks. among other things. S1.5 billion in damages
and an injuncnon against certain conduct. In Julv 1989. the Florida District Court denied the
Jetendants’ motion to dismiss. although the defendants subsequently filed a renewed motion to dismiss
nased in part on constitutional grounds. In September 1989. the defendants filed their answers and
asserted counterclaims against Texas Air and Eastern and named Continental. Jet Capital and. among
athers. Mr. Lorenzo as additional counterclaim defendants. The counterclaim alleges that the named
parties participated in acts of mail and wire fraud. extortion and securities fraud and defamed them
through statements made to Continental and Eastern employees and others. The counterclaims seek
unspecified compensatory and consequential damages. treble damages pursuant to RICO and Florida
state law. punitive damages, and attorneys’ fees. Texas Air and the other defendants. except Eastern.

s
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which has not been served, filed motions to dxsmzss the counterclaims, which motions are pendmg.
In October 1989, ALPA and the IAM filed motions in the Bankruptcy éourt to lift the automatic stay
as to their counterclaims agmnst Eastern. In November 1989, Eastern opposed these motions and
filed an adversary complaint in the Bankruptcy Court to enter a stay to enjoin prosecution of the
Unions’ counterclaims against Eastern’s counterclaim co-defendants. All motions are pending.

In March 1989, a case entitled Copeland v. Eastern Air Lines, et al. was filed in the New York
State Supreme Court, County of New York, against Eastern, Texas Air, Jet Capital, System One and
Continental. The complaint alleges that various transactions between Eastern and its affiliates
constitute avoidable conveyances under the New York Debtor and Creditor law. Plaintiffs request
(i) setting aside such conveyances and transfers and appomting a receiver to take charge of such
property, (ii) an injunction restraining Eastern from engaging further in such transfers, (iii) an
injunction restraining the non-Eastern defendants from further conveyances of such property acquired
from Eastern, and (iv) damages and costs. In May 1989, the case was removed to the Bankruptcy
Court. In November 1989, the Bankruptcy Court, with the consent of the parties, permitted the
plaintiff to amend his complaint, among other things, to add ALPA as a plaintiff. In December 1989,
Eastern filed a motion to dismiss the complaint. In January 1990, the Bankruptcy Court, without
deciding Eastern’s motxon. enjoined further prosecution of the case until April 30, 1990.

RATIFICATION OF APPOINTMENT OF ACCOUNTANTS
(Proposal 4 on the Proxy Card)

Subject to stockholder ratification. the Company’s Board of Directors, upon recommendation of
the Audit Committee,. has reappointed the firm of Arthur Andersen- & Co.. independent public
accountants. to make an audit of the consolidated financial statements of the Company tor the year
1990. Arthur Andersen & Co. has served-as independent public accountants for many vears. The
Board recommends that the Company’s stockholders vote “FOR” said ratification. Ifthe stockholders
_do not ratify this appointment. other certitied public accountants will be appointed by the Board upon
recommendations of the Audit Committee.

One or more members of’ Arthur Andersen & Co. are expected to be present at the Meeting with
:he opportunity to make a statement if they so desire and will be available to respond to appropriate

questions.

-Vote Required for Ratification of Appointment of Accountants

The ravorable vote of @ majority of the combined voting power of the Common Stock. Class A
Common Stock. 6.50% Preterred Stock and 12% Preferred Stock. voted in person or by proxy at the
Meeting, is necessary to ratify the appointment of the independent public accountants.

THE DIRECTORS RECOMMEND A VOTE “FOR” PROPOSAL 4.

Proxies will be so voted unless a contrary indication is made.

STOCKHOLDER'’S PROPOSAL
(Proposal 5 on the Proxy Card)

Mr. Michael Schaefer. 1150 leverado- Suite 111, La Jolla, CA 92037, owner of the required
number of shares of both preferred and Common Stock, has informed the Company that he intends
to introduce the following resolution at the meeting:
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RESOLVED: “That shareholders assembled in person and by proxy urge the Board of Directors to take
such action as necessary to establish as company policy the providing of roundtrip air transportation at
the lowest fare rate quoted to the public for advance purchase with specified stayover to any shareholder
wishing to attend the Annual Meeting of our Corporation, said tickets to be paid for by the shareholder
by direct arrangements with the company or- its subsidiaries, or through a travel agent, but the
shareholder to be exempt from any stayover requirement and not be subject to advance purchase of
more than 15 days.”

Mr. Schaefer has submitted the following statement in support of his resolution:

“It is in our company’s best interest that as many shareholders as possibie be able to attend
and participate or observe the conduct of our annual stockholders session. Unless meetings are
scheduled for Friday or Sunday, the Saturday-night Stayover required for “supersaver” rates is
an artificial burden to stockholders. Texas Air Corporation meetings are generally mid-week.
Since proxy material forwarded by brokers arrive sometimes only 20 days prior to a meeting, a
15 day advance booking requirement is all that should be required.

The expense to the corporation would be nominal. .and the travel by shareholders might
prove profitable, if such additional business fills seats that would otherwise be unsold.

Without advance reservation and without weekend stayover, travel from the east or west
coast to Houston, Texas. coach class. would cost almost $1.000 total. roundtrip. Supersaver rates
start at $198 roundtrip. Shareholders should have access to the supersaver rate of $198. or
whatever is currently being marketed. on a space available basis. Such policy would encourage
shareholder participation in their investment. and would attract ma..y new investors to Texas
Air Corporation. And permit current stockholders to get acquinted (sic) with our service.”

~If vou AGREE. please mark vour proxy FOR this resolution.”

Recommendation Iw the Board of Directors

The Board of Directors of the Company recommends that this stockholder’s proposal not be
approved. The Board believes that the administrative burden that would be required to effectuate
such policy far outweighs any benetit to stockholders.” Stockholders who are unable to attend the
Annual Meeting are aiforded an opportunity to exercise their full voting rights by virtue of this proxy
solicitation. In addition. in an effort to enable stockholders to attend the Annual Meeting, the
Company has endeavored to hold its Annual Meeting in different areas of the country each year. to
the extent practicable. In the last five vears. the meetings have been held in Houston. Texas. New
York City. New York. Los Angeles. California and Denver. Colorado. The Company also notifies the
American Stock Exchange (which notifies brokers) of the meeting date in advance of the date of the
distribution of its Proxy Statement. and endeavors to send out its Proxy Statement as muc - in advance
of the Annual Meeting as possible. Requiring the Company to provide such air t-anst :rtz.ion benerits
10 stockholders is unduly burdensome to administer. incli'ding problems in determining at the time
of booking a reservation. whether a person is a stockhoider of record and in verifving that only
stockholders use the tickets and that such stockholders attend the meeting. Accordingly, the Board
of Directors believes adoption of this stockholder’s proposal is not necessary to afford stockholders
an opportunity to attend the Annual Meeting, and would be unduly burdensome on the Company
and its subsidiaries to administer. :

THE DIRECTORS RECOMMEND A VOTE “AGAINST” PROPOSAL 5.
Proxies will be so voted unless a contrary indication is made.
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STOCKHOLDER'S PROPOSAL
(Proposal 6 on the Proxy Card) .

M. Evelyn Y. Davis, The Watergate Office Building, Suite 215, 2600 Virginia Avenue, N.W.,
Washington, D.C. 20037, owner of 250 shares of Common Stock, has informed the Company that
she intends to introduce the following resolution at the Meeting: .

RESOLVED: “That the shareholders recommend that the Board take the necessary step that Texas
Air Corporation specifically identify by name and corporate title in all future proxy statements those
executive officers, not otherwise identified, who are contractually entitled to receive in excess of -
$100,000 annually as a-base salary, together with whatever other addmonal eompensauon bonuses

and other cash payments were due them.”
Mrs. Davis has submitted the foliowing statement in support of her molution:.

‘“In support of such proposed Resolution it is clear that the shareholders have a right to
comprehensively evaluate the management in the manner in which the Corporation-is being
operated and its resources utilized.” “At present only a few of the most senior executive officers
are so identified, and not the many other senior executive officers who should contribute to the
ultimate success of the Corporation.” “Through such additional identification the shareholders
will then be prov:ded an opportunity to better evaluate the soundness and efficacy of the overall

managemem
“If you. AGREE. please mark your proxy FOR this resolution.”

Reeommendnﬂon by the Burd of Directors

The Board of Directors of the Company recommends that this stockholder’s proposal not be
approved. The Board does not believe it is in the best interests of the Company to require management
to disclose the information requested by Mrs. Davis. The Company aiready is subject to and fully
<ompiies with the comprehensive informational and reporting requirements of the Securities Exchange
Act of’ 1934 and the rules and regulations thereunder. including disclosure with respect to the five
most highly compensated executive officers and the aggregate compensation of all executive officers
as a group. The Board believes that any benefit to stockholders from receiving information relating
to the breakdown oi salaries in the Executive Officer Group. other than for the five most highly
compensated executive officers. is rar outweighed by the potential harm to the Company and such
executive officers of disclosure of this confidential and highly sensitive business information. The
Board further believes that such disclosure would not be material to the Company's stockholders.

THE DIRECTORS RECOMMEND A VOTE “AGAINST” PROPOSAL 6.
Proxies will be so voted unless a contrary indication is made.

X
OTHER MATTERS

The Company is not aware that any matters other than those mentioned above will be presented
for action at the Meeting. If any other matters do properly come before the Meeting, the persons
named as proxies will vote upon such matters in accordance with their best judgment.

Pursuant to the Bylaws of the Company, nominations for the electiag of directors may be made
by the Board of Directors. In addition. any stockholder entitled to vote for the election of directors
may nominate person(s) for election to the Board of Directors if such stockholder delivers written
notice of his intention to make such nomination. Such notice must be delivered to or mailed. postage
prepaid. and received by the Secretary of the Company at 333 Clay Street, Suite 4040, Houston. Texas
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77002. not later than 90 days prior to the anmvetsary date of the immediately preceding annual
Meeting, provided, that if the Annual Meeting is to be held more, than 30 days before or after the
anniversary date of the immediately preceding Annual Meeting, or if a special meeting is to be held
such notice must be delivered or received not later than the close of business on the 10th day following -
the first public disclosure by the Company of the date of such meeting. Each such notice shall state:
(A) the name and address of the stockholder who intends to make the nomination and of the persori(s)
to be nominated; (B) a representation,that the stockholder is a holder of record of stock entitled to
vote at such meeting (or if the record date for such meeting is subsequent to the date required for
notice, a representation that the stockholder is a holder of record at the time of such notice and
intends to be a holder of record on the record date for such meeting), the aumber and class of shares
so held, and that the stockholder intends to appear in person or by proxy at the meeting to nominate
the person(s) specified in the notice; (C) a description of all arrangements or understandings between
the stockholder and each nominee. and:any other person(s) (naming such person(s)) pursuant to which
the nomination(s) are to be made; (D) such other information regarding each nominee as would have -
been required to be included in a proxy statement filed pursuant to the proxy rules of the Securities
and Exchange Commission had each nominee been nominated, or intended to be nominated, by the
Board of Directors; and (E) the consent of each nominee to serve as a director of the Company if so
elected.

The Bylaws of the Company also provide that a stockholder entitled to vote thereon may bring -
business before any Annual Meeting if written notice of such stockholder’s intention to bring such
business before the Annual Meeting is delivered to, or mailed. postage prepaid, and received by, the
Secretary of the¢ Company at the address specified above within the time period described above.
Each such notice shall state: (A) a brief description of the business desired to be brought before the
meeting and the reasons for conducting such business at the meeting; (B) the name and address of
the stockholder who intends to propose such business: (C) a representation that the stockholder is a
holder of record of stock of the Company entitled to vote at such meeting (or if the record aate for
such meeting is subsequent to the date required for such stockholder notice. a representation that the
stockholder is a holder of record at the time of such notice and intends to be a holder of record on
the record date for such meeting), the number and class of shares so held. and that the stockholder
intends to aprear in person or by proxy at such meeting to propose such business: and (D) any material
interest of the stockholder in such business.

A copy of the Bvlaws of the Company 1s available by written request to the Secretary of the-
Company at the above address or by oral request at (713) 658-9588.

DATE FOR STOCKHOLDER PROPOSALS

Written proposals from stockholders must be received at the address of the C ompany set torth
on the Notice of the Company’s Annual Meeting of Stockhoiders by January 4. 1991. for consideration
“nr inclusion in the proxy material for the Annual Meeting ot Stockholders to be held in 1991.

AVAILABILITY OF THE CO‘V[P-\\\ 'S ANNUAL REPORT ON FORM 10-K-

Upon receipt of wntten req,ugstsftrom holders of the Company's securities on the Record Date.
the Company will furnish without charge: to each such stockholder a copy «.."the Company’s Annuai
Report on Form 10-K. including financial’statements and any schedules thereto. required to be filed
with the Securities and Exchange Commission for the vear 1989. Such written requests should be
addressed to:

Mr. Charles T. Goolsbee

Senior Vice President. Generai
Counsel and Secretary

Texas Air Corporation

333 Clay Street. Suite 4040

Houston. Texas 77002
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Requests from beneficial owners of the Company’s securities must include agood faith represent:
tion that, as of April 13, 1990, the person making the request was a beneficial owner of securitie:
entitled to be voted at the Company's Annual Meeting of Stockholders.

If you do not plan to attend the Meeting in person, please. complete, sign, date and return the
enclosed proxy card promptly. '

TexAs AIR CORPORATION

CharLES T. GOOLSBEE .
Secretary '

Houston, Texas
May 7,1990 -



